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Build control with 


TEXAS INSTRUMENTS 





John R. Brougher, Jr., Manager of Data Processing and Computation Department of Texas Instruments Incorporated 


THE SETTING: Production and quality assurance 
in the Semiconductor-Components division of 
Texas Instruments Incorporated requires collect- 
ing and analyzing a mountain of facts. Tl’s com- 
ponents include transistors. diodes, rectifiers, 
resistors, capacitors ... the highly intricate units 
used in missiles and space vehicles. Checking 
production, production rates, and quality calls 
for processing. verifying, and printing facts in 
various report forms. 


THE SYSTEM: Tab card job tickets are used to 
accumulate cost and production data at each 
work station. Pre-punched with constant infor- 
mation, the cards collect production data at 
each work stage and are sent to the Central 
Data Processing Center for computer processing. 
Fourteen product departments, with many 
individual production lines. 3 shifts. and more 
than 5000 part and operation numbers, are 
placed on magnetic tape for processing. The 


‘ 


“‘We control component production on Speediflex’ 


computer calculates operation performance, 
various changes and rates, percentage yield, etc. 
In the area of quality control, automatic test- 
ing machines create a punched test record 
card for each component. These cards are 
then used in computer processing for statistical 
analysis purposes. A 7-part Moore Speediflex 
form is used to detail production data on the 
Weekly Line Summary. This is TI’s control 
in print. 


THE FORM: “Timely production of reports on 
our high-speed printer requires uninterrupted 
runs. The flexible bonding action of Moore 
Speediflex is excellent for a printer that wont 
take stapled forms,” remarked Manager John 
Brougher of Data Processing and Computation. 
If you have a forms construction problem or 
need help in revising your processing system, 
look up the Moore man in the telephone direc- 
tory or write the nearest Moore office. 


MOORE BUSINESS FORMS, INC. 
Niagara Falls, N. Y. * Park Ridge, 





lll. © Denton, Texas * Emeryville, 





Calif. * Over 300 offices and facto- 
ries across the U. S., Canada, Mex- 
ico, Caribbean and Central America. 
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1. To establish, coordinate and admin- 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
orated ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 
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THE NATION’S PRESENT OUTMODED DEPRECIATION POLICIES 


Editors, THE CONTROLLER: 

Readers of Frank Olds’s interesting ar- 
ticle on “Depreciation and the Nation’s 
Future” in the February issue of THE 
CONTROLLER may be interested in the 
following letter, which was sent out re- 
cently over the signature of the president 
of Micromatic Hone Corporation to Mich- 
igan’s two senators and all the state Con- 
gressmen: 


In his State of the Union message Presi- 
dent Kennedy stated that the economy of 
the nation is far from healthy. It is my 
opinion that one of the major factors con- 
tributing to this condition is that industry is 
struggling along with outmoded, obsolete 
equipment which should be replaced with 
up-to-date, highly productive precision 
equipment, capable of producing higher 
quality products at a lower cost per unit. 
This is confirmed by the conclusions 
reached as a result of recent studies and 
surveys conducted by several leading uni- 
versities and the McGraw-Hill organiza- 
tion. 

The failure of industry to take advantage 
of modern innovations is almost entirely 


due to the inadequacy of our present tax 
laws in the allowance of deductions for de- 
preciation. 

The word depreciation is defined as “de- 
cline in the value of an asset due to such 
causes as wear or obsolescence.” This broad 
definition provokes some very pertinent 
questions. Wearing out from use may be off- 
set to a large degree by frequent checkups 
and conscientious maintenance, and a par- 
ticular piece of equipment may perform up 
to its original standard for many years. In 
this modern, fast-changing world, however, 
it may be rendered obsolete in a matter of 
months by a new model which is capable of 
doubling production and improving, at the 
same time, the quality of the end product. 
This is not a figment of the imagination; 
it is actually happening every day. A few 
years ago the wearing out of a piece of 
equipment was the major concern of indus- 
try and obsolescence was relatively unim- 
portant. Under today’s conditions, however, 
this situation is reversed. Obsolescence is 
now the major element and the actual wear 
and tear is the minor element of deprecia- 
tion. 

Another deterrent to taking advantage of 
technological advances is the item of infla- 
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60 East 42nd Street 
New York 17, New York 





PAYING TOO MUCH FOR PAPERWORK? 


To help you get a better understanding of paperwork procedures in 
relation to administrative cost control, the Frank M. Knox Company has 
prepared a concise report titled, “The Profit Leak In Paperwork Pro- 


In just a few pages, this bcoklet outlines the importance of paperwork 
procedures and how they can be improved to save vital dollars for your 
company. With a background of more than 29 years’ experience in the 
paperwork area, the Frank M. Knox Company discusses the development 
of specific techniques to cope with mushrooming office costs . . . 
the evaluation of mechanized office procedures 
. effective methods of charting procedures .. . 


Learn how a paperwork cost control program by the Frank M. Knox 
Company can help you cut office overhead. Send for your free copy of 
“The Profit Leak In Paperwork”. There’s no obligation. 


The Frank M. Knox Company, Inc. 
Management Consultants 


analysis 


training company per- 


1405 East 6th Street 
Cleveland 14, Ohio 
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tion. In spite of all efforts the inflationary 
spiral continues, and costs of new, jm. 
proved items are much higher than the Cost 
of the improvement itself. To the purchaser 
these additional costs must be provided 
either from corporate retained earnings o; 
by the raising of additional capital through 
borrowing or the sale of stock. The Treas. 
ury Department has given some recognition 
to inflation in the LIFO valuation of inven. 
tories for tax purposes. Under this method 
the inflationary factor is written off in the 
year of manufacture. Treatment along a 
similar line should be afforded capital as. 
sets. 





ne 


DO YOU AGREE or do you dis- 
agree with an article in this month's 
issue? Your fellow readers will be 
interested. Naturally, letters to the 
editor must bear the writer's signa- 
ture and address; these will be 
withheld on request. The Editors 





Insofar as taxable income is concerned, a 
revision of depreciation allowances would 
make no difference over a period of years, 
but would result in the possible shifting of 
income from one year to another. 

Recent world-wide surveys prove conclu. 
sively that our depreciation methods have 
not kept pace with the rest of the world. 
Consequently we have a much higher per- 
centage of old equipment than our aggres- 
sive competition abroad. 

I strongly urge you to give your whole- 
hearted support to a revision of the tax 
laws which will recognize wear and tear, 


obsolescence, and inflation in depreciation | 


allowances for machinery and equipment. 
This will certainly encourage industry to 
take advantage of every innovation for in- 
creasing production and employment, thus 
contributing to the economic welfare of the 
country. 


While not for a moment suggesting 
that this letter should be used as a model, 
I do feel that the drafting and mailing of 
a similar statement is a step which might 
be considered by anybody who deplores 
the nation’s present outmoded deprecia- 
tion policies and yet has not known what 
to do towards getting them corrected. 
GERALD CARLISLE 
Micromatic Hone Corporation 
Detroit, Michigan 


BOOK RIGHTS 
Editors, THE CONTROLLER: 

In January 1959 you printed an article 
of mine “How To Control ‘Report-itis . 
[ am presently working on a book for 
publication in 1961. There is a chance 
that some of the material in that article 
will be needed for that book. Could you 
please release book rights on the article 
to me. I will, of course, give credit to the 
publication. 

Ray MARIEN 
Olin Mathieson Chemical Corporation 
New York 
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Direct Versus Absorption Costing 


What are the real distinctions 


A. W. Patrick 





and how do they affect a choice between the two methods? 


For approximately ten years direct costing has received 
close attention by practicing accountants, university profes- 
sors of accounting, and professional accounting organiza- 
tions. Like many other accounting problems, it has been 
debated at length. @ The number of companies making 
come use of what they call direct costing is increasing, al- 
though variations exist in the application of the concept. A 
1953 report of the National Assoctation of Accountants 
showed 17 manufacturing companies and one department 
store employing the technique. In a recent research project, 
the NAA found 197 companies making some use of direct 
costing. The report on this project, published in January 1961, 
was based on depth interviews with each of 50 companies 
which have had experience with some aspect of direct costing. 
Among these 50 companies, 17 were found to be reporting 
externally on a divect costing basis, and in none of these 
cases did the certified public accountants give qualified opin- 
ions or take exception to the practice.' The increased use of 
direct costing warrants continued study and discussion of 
this accounting method. @ In spite of the attention given 
to both direct costing of absorption costing, the basic dis- 
tinctions between these two costing methods often seem to 
be submerged in discussions of other important, but periph- 
eral, matters. It is conceivable that if the distinctions were 
recognized explicitly in each discussion of direct costing, 
attention might be focused more sharply on the real differ- 
ences. Brief comments will be made in this paper on the 
fundamental distinctions; however, the chief purpose is to 
point out and discuss some important matters concerning 
the proper use and presentation of cost data which are 
widely identified with direct costing, but which are not pe- 
culiar to direct costing as contrasted with absorption costing. 


e_ 


“Current Application of Direct Costing, NAA Research Report 37. 
New York: National Association of Accountants, January 1, 1961, p. 88. 








DEFINITION 


ABSORPTION COSTING 


1. Several generally accepted, but I 
quite different, concepts of ab- 
sorption costing exist. Some or 
all fixed factory burden costs are 
charged to product and funneled 
through the income statement as 
the goods are sold. The portion 
of fixed costs not charged to prod- 
uct is charged to revenue in the 


DIRECT COSTING 


Fixed factory burden costs are 
excluded from product costs and 
are charged to revenue in the 
period in which they are in- 
curred. 


period in which they are in- 
curred. 
2. Direct material, direct labor, var- 2. Only direct material, direct labor, 


and variable factory burden costs 


iable factory burden, and some 
are charged to product. 


or all fixed factory burden costs 
are charged to product. (See 1 
above.) 

3. Fixed burden costs are not ac- 3. 
counted for separately as fixed 
costs in the accounts. 


Fixed burden costs are accounted 
for separately as fixed costs in 
the accounts. 





Desirable characteristics of costing common to both direct 
costing and absorption costing are: 


1. Separation of costs into fixed and variable elements. 
2. Proper use of costs in decision-making. 
i Improved internal operating reports. 


Each of these aspects of costing is usually discussed in con- 
nection with direct costing; however, the inference often given 
that they are unique characteristics of direct costing is erroneous, 
if the term “direct costing” is used to mean something different 
from absorption costing. At least part of the problem has prob- 
ably been caused by the fact that direct costing unfortunately 
seems to mean different things to different people. Until a defini- 
tion of direct costing which c/ear/y distinguishes it from absorp- 
tion costing is generally accepted and used, discussions of direct 
costing will continue to be entangled with matters not pertinent 
to the real differences. 

Each of the three aspects of costing which are equally im- 
portant in both direct costing and absorption costing will be 
discussed subsequently; however, conventional examples pre- 
senting comparisons of absorption costing with direct costing 
are given first in order to add clarity to the discussions of these 
two costing methods. 
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COMPARISON OF ABSORPTION COSTING 
WITH DIRECT COSTING 


Different applications of absorption costing have been made 


historically by different companies. Some firms have followed 
the practice of charging all fixed manufacturing costs incurred 
in a period to the product manufactured in that period and other 
firms have charged fixed manufacturing costs to product on the 


DATA GIVEN 
1. 


5 


Same cost and revenue structure is assumed for each period, 
Efficient operations are assumed. Only manufacturing costs 
are dealt with and no variations, except an activity variation 
are assumed. The inclusion of budget and efficiency varia. 
tions and selling and administrative expenses would not 
change the basic differences, but the sami might be 
more difficult to distinguish. 





basis of a predetermined burden rate. These burden rates have 
been determined under the different concepts of practical capacity, 
average activity (probably called normal capacity by a majority 
of accountants) and expected activity. There is, therefore, no 
single concept of absorption costing, except that in each applica- 
tion of absorption costing some fixed manufacturing costs are 
charged to product, i.e., not all fixed manufacturing costs are 
excluded from product. 

Both practical capacity and average activity, as concepts of 
activity levels used in establishing burden rates, adhere to the 
theory of normal burden which asserts that the amount of burden 
attributable to a unit of product at any level of activity is the 
same amount which is attributable to a unit of product at the 
“normal’’ volume of activity. The use of expected activity burden 
rates or total absorption costing will result in fluctuating unit 
costs from period to period as volume changes, even though 
the cost structure remains the same. The theories which underlie 
each of the concepts of absorption costing when a predetermined 
burden rate is used are as follows: 














































1. Practical Capacity—Only those fixed manufacturing costs 
which are effective in producing product should be charged 
to product. Manufacturing fixed costs of idle facilities should 
be charged to revenue as a loss in the period in which such 
costs are incurred. Of the three concepts, practical capacity 
results in the lowest fixed-cost charge to product. 

2. Average Activity—All fixed manufacturing costs should be 
charged to product but over a long-run period of time. In any 
single period there may be an over- or underabsorption of 
fixed manufacturing costs which is treated as a period credit 
or charge to revenue. The theory that costs charged to product 
should fluctuate as a result of changes in volume is denied. 
Among the three concepts listed, average activity is probably 
the most widely used. 

3. Expected Activity—All fixed manufacturing costs incurred in 
each year are applicable to and should be charged to the pro- 
duction of that year. 


Comparisons of results obtained under practical capacity ab- 
sorption costing, average activity absorption costing, and direct 
costing are presented here for several different situations. 
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. Selling price per unit of product—$45. 

. Annual practical capacity—50,000 direct labor hours. 
. Annual average activity—40,000 direct labor hours. 

. Annual total fixed manufactured costs—$60,000. 


7. Hours required to produce a unit of product—s. 
8. Material and labor cost per unit of product—$28. 
9. Variable burden per unit of product (5 hours x $1 per 


hour )—$5. 


10. Fixed manufacturing costs per unit of product 
a. On a practical pe He basis—($1.20 5 hours)—$6 


b. On an average activity 


11. Total manufacturing costs per unit of product. 


Practical Average Direct 
Capacity Activity Costing 


Material & labor $28 $28.00 $28 
Variable burden 5 5.00 5 
Fixed burden 6 7.50 _ 





5 Me $33 


COMPARATIVE INCOME STATEMENTS 














Practical Average Direct 
Capacity Activity Costing 
Year 1—Produce 8,000 units, sell 7,000 units 

Sales $315,000 $315,000 $315,000 
Less Cost of Sales 273,000 283,500 231,000 
Gross Margin $ 42,000 $ 31,500 $ 84,000 
Less Activity Variation 12,000 _ Less Fixed Costs 60,000 
Net Income 


$ 30,000 $ 31,500 $ 24000 


Year 2—Produce 10,000 units, sell 6,000 units 








Sales $270,000 $270,000 $270,000 
Less Cost of Sales 234,000 243,000 198,000 
Gross Margin $ 36,000 $ 27,000 $ 72,000 


Less Activity Variation 


Net Income 


— 15,000 Less Fixed Costs 60,000 








$ 36,000 $ 42,000 $ 12,000 


Year 3—Produce 7,000 units, sell 7,000 units 








Sales $315,000 $315,600 $315,000 
Less Cost of Sales 273,000 283,500 231,000 
Gross Margin $ 42,000 $ 31,500 $ 84,000 
Less Activity Variation 18,000 7,500 Less Fixed Costs 60,000 
Net Income $ 24,000 _$ 24,000 $ 24,000 


Year 4—Produce 4,000 units, sell 9,000 units 








Sales $405,000 $405,000 $405,000 
Less Cost of Sales 351,000 364,500 297,000 
Gross Margin $ 54,000 $ 40,500 $108,000 
Less Activity Variation 36,000 30,000 Less Fixed Costs 60,000 
Net Income $ 18,000 $ 10,500 $ 48,000 


In each case above: 


1. The sales figure is the number of units sold times the sales 


price per unit of product. 
2. The cost of sales figure is the number of units sold times the 
appropriate manufacturing cost per unit of product. 
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asis—($1.50 < 5 hours) —$7.50, | 
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3, The activity variation is the appropriate fixed component of 
the burden rate times the difference between hours worked 
(five hours per unit of product manufactured) and hours at 
activity level used in establishing burden rates. 


One criticism often made of absorption costing is that when 
revenues increase, and the cost and revenue structure remains 
the same, lower profits are occasionally reported. Conversely, 
when revenues decrease, and the cost and revenue structure re- 
mains the same, higher profits are occasionally reported. The 
additional argument is then made that under these conditions 
the net income reported is inaccurate. It is further contended by 
some accountants that profits are more realistically reported on a 
direct costing basis since an increase or decrease in sales will be 
accompanied by an increase or decrease, respectively, in profits. 
Such inverse fluctuations of profits and sales under absorption 
costing, as well as fluctuations of profits in the direction of sales 
under direct costing, are clearly demonstrated in the preceding 
examples. It should be noted, however, that the inverse fluctua- 
tion of profits and sales under absorption costing is accompanied 
by changes in the relationship of production to sales. Subse- 
quently, more will be said about this. 

Under direct costing, net income fluctuates in the direction of 
changes in sales, but not proportionately. When sales and pro- 
duction are equal, and the cost and revenue structure remains the 
same, the same net income is reflected under each of the three 
methods illustrated because all manufacturing costs incurred 
during the period are funneled through the period’s income 
statement. This would not necessarily be so, however, under 
either expected activity or total absorption costing, since the 
amount of burden charged to a unit of product, even when the 
cost and revenue structure remains unchanged, would not nec- 
essarily be the same from period to period. It also should be 
emphasized that fluctuations in net income under the average 
activity concept of absorption costing are much greater than 
under the practical capacity concept. 


THE SEPARATION OF COSTS INTO FIXED AND 
VARIABLE ELEMENTS IDENTIFIED AS DIRECT COSTING 


The thought seems to prevail on the part of some accountants 
that if costs are separated into fixed and variable elements, and 
use is made of fixed and variable costs in decision-making, direct 
costing is necessarily being employed. Nothing could be further 
from the truth if one means by direct costing something that is 
different from absorption costing. It was pointed out above that 
direct costing is an accounting method under which all fixed 
burden costs are excluded from product and deducted from rev- 
enue in the period in which they are incurred. The only distinc- 
tion then between direct costing and absorption costing which 
might be expected to give rise to extended controversy is whether 
or not such treatment of fixed manufacturing costs is a logical 
and reasonable accounting method for determining inventory 
values and net income for public reporting purposes. 

The failure to make this distinction clearly enough can be 
illustrated by Neikirk’s definition of direct costing, which among 
all definitions has probably been the most widely quoted one. 
Neikirk writes: 


Direct costing should be defined as a segregation of manufac- 
turing costs between those which are fixed and those which vary 
directly with volume. Only the prime costs plus variable factory 
costs are used to value inventory and cost of sales. . . . However, 
the point to be emphasized is that direct costing is primarily a seg- 
—— of expenses and only secondarily a method of inventory 
Valuation. . . .2 


e————__ 


*Neikirk, Waldo, “How Direct Costing Can Work for Management,” 
NACA Bulletin, Januaty 1951, p. 525. 








ACCOUNTING TERMINOLOGY SUFFERS SETBACK 


The dispute between American Electric Power Co. and 
the SEC over how to account for deferred federal income 
tax has been settled. SEC wanted the deferred tax labeled 
as a liability, AEP as part of earned surplus. The solution, 
which favored AEP, was the creation of a new account on 
AEP’s books called ‘‘Accumulated Amount Invested in the 
Business Equivalent to the Reduction in Federal Income 
Taxes Resulting from Accelerated Amortization and Lib- 
eralized Depreciation, Which Is Recorded as Earned 
Surplus Restricted for Future Federal Income Taxes in 
Accounts Maintained Pursuant to State Regulatory Require- 
ments.” 





Included in this definition are two separate and distinct ideas. 
The first element of the definition, the segregation of manufac- 
turing costs into those which are fixed and those which are 
variable, is for Neikirk the principal characteristic of direct 
costing. Yet, this is not a characteristic which is peculiar to direct 
costing as contrasted with absorption costing. 

Neikirk’s definition of direct costing has apparently influenced 
much of the thinking about direct costing. Many of the examples 
contrasting direct costing with absorption costing which have 
appeared in accounting literature since his definition was pub- 
lished reflect an implicit assumption that costs are not separated 
into fixed and variable elements under absorption costing. 

Yet, there is nothing inherent in the absorption costing 
method which prohibits the separation of costs according to cost 
behavior; moreover, it has been conclusively demonstrated time 
and time again that regardless of which costs are charged to 
product the results obtained from cost studies may be misleading 
unless cost behavior is taken into account in many kinds of 
problems which involve cost data, particularly problems of 
alternative choice. Furthermore, a substantial number of ac- 
countants insist that this separation is necessary for product 
costing purposes under absorption costing. Every reputable cost 
accounting textbook for some years has dealt with these ideas, 
some with more vigor than others. 

It is true that a large number of companies have historically 
charged some or all fixed manufacturing costs to product without 
separating costs into fixed and variable elements. That the best 
techniques of absorption costing have not been followed, how- 
ever, does not warrant the conclusion that the use of absorption 
costing, particularly a poor form of absorption costing, fi: 
the ready availability of proper cost information. 

Any accounting method should stand or fall on its logic, use- 
fulness, and general acceptance. In order for direct costing, in 
its proper technical sense, to be generally acceptable as a valid 
accounting procedure, it should be justifiable on the basis of 
the above criteria independent of any comparison with absorp- 
tion costing. But if a comparison is made, it is unfair and wrong 
to infer that costs are not separated according to cost behavior 
under absorption costing. 

A company which now separates its costs into fixed and 
variable elements, regardless of its former practice, is employing 
a good accounting technique, but such separation does not in 
and of itself mean that the company is following the accounting 
method known as direct costing. Only if the fixed and variable 
costs are being accounted for as such in the accounts, and fixed 
manufacturing costs incurred in each period are being treated 
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as deductions from revenue, can it correctly be said that the 
company is employing direct costing. 

The use and presentation of costs by fixed and variable ele- 
ments for internal management purposes are not characteristics 
peculiar to direct costing and they do not distinguish it in any 
way from the best techniques of absorption costing. 


PROPER USE OF COSTS IN DECISION-MAKING 


Another argument used to support direct costing is that it 
facilitates proper use of cost information. When it is pointed out 
that the same information can and should be made available 
under absorption costing, direct costing advocates retort that 
although this is true such cost information is not so easily or 
readily obtainable under conventional absorption costing classi- 
fication procedures as it is if fixed and variable costs are ac- 
counted for separately in the accounts. It is doubtful that this 
claim is universally true if the best absorption costing techniques 
are employed. 

Some accountants contend that variable manufacturing costs 
which play an important part in many management problems are 
the only costs which should be charged to product for purposes 
of inventory valuation and income determination. Yet, regardless 
of whether one agrees or disagrees with this opinion, it is clear 
that two different problems are involved, and they should be 
considered separately. 

The conceptual problem of inventory valuation and income 
determination can and should be considered quite apart from 
the proper use of cost information and the methods employed 
for accumulating fixed and variable costs in the accounts. Costs 
should be accumulated and classified in the accounts, of course, 
in such a way that proper cost information can be obtained rela- 
tively easily and inventories can be properly costed. 

Highly desirable features of any accounting method are ease 
and simplicity of application, but accountants must be careful 
to avoid the attractive snare of an easy accounting procedure, 
unless it can be justified on other grounds. The characteristic of 
simplicity is not a sufficient condition for good accounting. If it 
were, the cost of plant and equipment assets might be treated as 
an expense in the period in which the assets were purchased. 
The allocation of the cost of such assets to the several years of 
their useful life is based on the concept of cost benefit to all 
these years. The problem of treating such costs allocated to each 








“A hundred and twenty words a minute?! 
Isn’t that pretty GABBY?” 
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period as period costs or product costs must be resolved in ¢ : 
light of a similar standard, which extends far beyond the matter 
of ease in accumulating costs. ‘ 







IMPROVED INTERNAL REPORTS 


It is contended by some accountants that net income de! 
termined under a procedure whereby only variable manufactyp. 
ing costs are reflected in cost of goods sold and fixed manufac. 
turing costs incurred in each period are treated as deductions 
from revenue is more realistic. As to whether or not these ag 
countants advocate such a presentation for both internal and 
external reporting is not always clear. 

Once again, if a company reports on a direct-costing basis 
only for internal purposes, little controversy should be generated, 
There may be some differences of opinion among accountants ag. 
to which method of presenting cost and revenue information og)! 
the income statement best facilitates correct interpretation and) 
use by management, but the essential criterion for internal pure 
poses is wsefulness. 4 

It has long been established that management may need to 
have information presented to it in many different ways ig 
order to fulfill its functions most effectively. The presentation) 
employed should not, of course, be misleading, but if manages 
ment finds helpful, and interprets correctly, an income state! 
ment which reflects “the contribution to fixed costs and profits,” 
the preparation of internal statements on this basis should be 
encouraged. Management should be made aware of any im 
portant facts which may be obscured by such a presentation, but 
it is clearly the prerogative of management to have data pre 
sented to it in any way it wishes. It is equally clear, however 
that the accountant has the responsibility to keep management, 
fully and correctly informed. 

Cost and revenue data should be presented to management 
for internal use in the best possible form regardless of how. 
fixed manufacturing costs are treated for external reporting 
purposes. Thus, if the direct costing approach is considered to 
be more helpful to management, serious consideration should be 
given to its employment internally whether or not absorption 
costing is used to report externally. Reporting internally is one) 
problem and reporting externally is another. External reports: 
may have one set of criteria and internal reports a different set, 
The principal point to be emphasized, however, is that there is 
no necessary reason why reports prepared for internal manage: 
ment use should conform to reports prepared for public use 

Often-cited criticisms of absorption costing which, it is 
claimed, are alleviated by the use of direct costing are: 










































1. When sales change, other things being equal, net income 
should change in the same direction as sales. This does not 
necessarily occur under absorption costing. 





2. Management finds it difficult to understand the nature of the ing 
activity or volume variation. reli 
ben 

With respect to the first criticism, those who reach such a you 
conclusion apparently assume that the phrase “other things being ain 
equal” relates only to the cost and revenue structure and does ate 


not include any assumption regarding the relationship of pro- 
duction to sales. Such a conclusion has been supported by some 4 


accountants when it is based on the theory that profits are related sys 
only to sales; production, or the lack of it, is assumed not to dep 
affect profits. up 

Yet, it seems very clear that one who uses the phrase “‘other Wr 
things being equal’ in this context should, in order not to mis- ays 


lead the reader, state the theory on which the conclusion is based 
and except specifically from the other-things-being-equal concept 
the assumption of a constant relationship of production to sales. 
Of course, it would be better if such potentially misleading 
phrases were completely avoided. Other things are not equal if 
the relationship between production and sales changes. 
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In purchasing or leasing a Philco 2000 Data Processing System, you are acquir- 
ing the ultimate in computer capabilities. Great speed, accuracy, capacity, 
reliability and flexibility are built into every Philco 2000. But, to realize the full 
benefits of these inherent advantages, the system must “‘mesh’’ perfectly with 
your own individual needs and objectives. This is the purpose of Philco’s 
extensive customer service program—which starts long before the sale and 
continues long after. 

This program embraces every possible customer aid . .. management seminars, 
systems analysis, programming, training and maintenance. In scope and 
depth, these Philco services are unsurpassed in the entire industry. They back 
up every Philco 2000, assuring you the best of results from the best of computers. 
Write for complete information on what Philco has to offer you . . . in both 
Systems and services. 
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MANAGEMENT SEMINARS. Continuing 
series to explain uses and potential advan- 
tages of Electronic Data Processing in spe- 
cific applications. 

SYSTEMS ANALYSIS. Thorough study of 
your data processing needs and system 
recommendations to meet them. 
PROGRAMMING. Skilled programming as- 
sistance at your site... plus wide variety of 
Philco automatic programming systems and 
complete library of routines. 

CUSTOMER TRAINING. Comprehensive 
courses to train your personnel in all phases 
of computer operations. 

INSTALLATION and MAINTENANCE. 
Complete service provided by Philco engi- 
neers ... or training for your own engineers. 


PUBLICATIONS. Comprehensive manuals 
for training and programming, plus frequent 
bulletins on new developments. 


3900 WELSH ROAD, WILLOW GROVE, PA 


VISIT PHILCO'S BOOTH AT THE BUSINESS EQUIPMENT EXPOSITION 





For those who accept the theory of normal burden as it re- 
lates to absorption costing, the inverse fluctuation of profits and 
sales when production and sales move in opposite directions is 
expected. They believe such a fluctuation is not absurd, as is 
often charged by direct costing advocates, but that the results 
portrayed are correct and reflect the theory that profits are a 
function of production, or the lack of it, as well as of sales. 

One who finds confusing this inverse fluctuation of profits and 
sales under absorption costing, but who nevertheless believes 
that at least some of the fixed manufacturing costs are product 
costs, might find helpful a revision of the conventional absorp- 
tion costing income statement to show the “‘net profit on volume 
attained” from which is subtracted the “activity variation loss’’ to 
arrive at ‘net income.’’* This form of the income statement is il- 
lustrated below: 





X COMPANY INCOME STATEMENT 
For Year Ending December 31, 1961 


Sales XXX 
Less Cost of Sales XXX 
Gross Manufacturing Margin XXX 
Less: Materials Variations XXX 

Labor Variations XXX 

Burden Budget Variation XXX 

Burden Efficiency Variation XXX XXX 
Net Manufacturing Margin XXX 
Less Selling and Administration Expenses XXX 
Net Profit on Volume Attained XXX 
Less Activity Variation Loss XXX 


Net Income XXX 





The net profit on volume attained will always move in the 
direction of sales if the cost and revenue structure remains the 
same. Furthermore, this presentation has the advantage of re- 
flecting clearly the impact of fixed costs of idle facilities on net 
income. 

The second criticism that “management finds it dificult to un- 
derstand the nature of the activity or volume variation” is not 
easy to refute. It is very likely that those who offer this criticism 
have been employing the average activity concept of absorption 
costing, rather than the practical capacity concept. In this case, 
there is no clear-cut and valid interpretation of the activity 
variation. It is not the fixed cost of idle facilities, but merely 
the product of the fixed component of the burden rate times the 
difference between the actual activity level and the activity level 
used in establishing the burden rate. Under average activity, the 
dollar amounts of the activity variation losses will theoretically 
equal the dollar amounts of the activity variation gains. These 
losses and gains will generate much more erratic fluctuations of 
profits and sales than will be generated by the activity variation 
under practical capacity. 

The real problem then, under these conditions, may be caused 
by the use of an absorption costing method which charges some 
fixed costs of idle facilities to product. The manager who finds it 
difficult to interpret an activity variation under average activity 
is justified in his criticism of it because it has no reasonable ex- 
planation. One can explain how it is computed, but not what it 
means because it has no meaning. 

On the other hand, those who accept the basic proposition that 
only the effective portion of fixed costs should be charged to 





* The writer is indebted to Professor W. J. Schlatter, University of 
Michigan, for this suggestion. 








product should find the explanation of this variation to be rela. 
tively easy to understand.* 

Under this theory, fixed manufacturing costs applicable to idle 
facilities are treated as losses in the period in which such costs 
are incurred. The activity variation, under a practical Capacity 
absorption costing basis, is simply the fixed cost of idle facilities. 

Frustrations which may be encountered in attempting to in. 
terpret some activity variation probably arise out of efforts to 
obtain some reasonable explanation of the variation as it js 
determined under an average activity concept. It is not unreasop. 
able to speculate that the support for the exclusion of all fixed 
costs from product would have been less vigorous if historically 
the practical capacity concept of absorption costing, rather than 
the average activity concept, had been widely employed. It js 
very likely that many practicing accountants who today favor 
direct costing were attracted to this method because of its sim. 
plicity, the inverse fluctuation of profits and sales under absorp- 
tion costing, and the difficulty of trying to explain an activity 
variation under the average activity concept of absorption cost- 
ing, rather than because of any strong belief in the theory that 
fixed manufacturing costs are period costs and not product costs, 


INVENTORY VALUATION AND INCOME DETERMINATION 


The fundamental issue involved in direct costing, as indicated 
previously, is not the separation of costs into fixed and variable 
elements, or the proper use of costs in decision-making, or the 
method of classifying costs in the accounts, or the method of 
reporting internally. These matters can be dealt with in the same 
way under either absorption costing or direct costing. The basic 
issue is a theoretical one which is concerned with the proper 
classification of costs into product costs and period costs. 

Those who approach tone costing on theoretical grounds 
argue that fixed costs are time costs and should be charged to 
revenue on the basis of time rather than initially to product and 
then deducted from revenne as the goods are sold. The idea of 
excluding fixed costs from produet is not a new one, and it 
doubtless has a certain amount of appeal, having concerned ac- 
countants to some extent since the earliest writings on cost ac- 
counting. Almost universal practice, however, in the develop- 
ment of cost accounting in the 20th century has been to charge 
some or all fixed manufacturing costs to product. The proposi- 
tion that costs should not be charged to product simply because 
they are fixed does not seem logical to this writer. Such costs 
are incurred to make possible the production of goods, and it 
takes a considerable amount of stretching to jump to the con- 
clusion that to the extent the machine is used to produce a 
product a pro rata portion of the cost of the machine is any 
less a proper product charge than is the wage of the direct 
laborer who operates the machine. There may be greater prac- 
tical difficulties in determining the pro rata amount of the 
machine cost applicable to the product than in determining the 
applicable direct labor cost, but the practical difficulties do not 
change the basic nature of the costs. 

No reasonable basis may be available for assigning some fixed 
manufacturing costs to product. Irf such situations, the best 
procedure may be to charge the costs against revenue in the 
period in which they are incurred, but this treatment of some 
costs does not give license to considering any and all fixed costs 
as period charges. Expediency should not become the sole basis 
for either currently charging off fixed burden costs or for atbi- 
trarily allocating them. 

That fixed costs incurred when there is no production 1s 
clearly a loss has long been established. It seems almost equally 
clear that the principle in this extreme case is applicable in the 


case of production at less than practical capacity. This principle 


* The effective portion of fixed costs refers to that portion which has 
been utilized in producing goods. 
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s that the portion of fixed costs applicable to idle facilities 
should be deducted from revenue as a loss in the period in which 
they are incurred, and only the effective portion of fixed costs 
should be charged to product. Costs which are expected to 
benefit future periods are properly deferred under the matching 
concept. This is no less true of fixed costs utilized in producing 
roduct than of any other cost incurred in manufacturing, since 
it is reasonable to expect that all these costs will generate future 
revenue. 

The writer is compelled to agree with Brummet that the 
exclusion of fixed costs from inventory for purposes of income 
determination “. . . is not sound.’’> 


TAXES 

Both federal income and local property taxes may have a 
bearing on the advocacy of direct costing. Federal income taxes 
will be less under direct costing than under absorption costing 
in the first year in which direct costing is used. The federal 
income taxes under direct costing in years subsequent to the first 
year in which direct costing is used may be more or less than 
under absorption costing. So long as the income tax rate re- 
mains unchanged and the taxable income does not fluctuate 
between tax brackets, the same federal income taxes will be 
paid over a long-run period of time. There is no clear-cut federal 
income tax advantage of direct costing over absorption costing, 
except in the first year in which direct costing is used. 

Generally speaking, direct costing is not a costing method ac- 
ceptable for purposes of federal income taxes. On the other 
hand, a number of companies do compute such taxes with fixed 
manufacturing costs treated as charges against revenue in the 
petiod in which they are incurred. The Internal Revenue Service 
is reluctant to approve direct costing for tax purposes if it will 





'Brummet, R. Lee, Overhead Costing. Ann Arbor: Bureau of Busi- 
ness Research, School of Business Administration, University of Michi- 
gan, 1957, p. 59. 








lose substantial revenue by doing so. Where a change to direct 
costing would not cause the Federal Government to lose sub- 
stantial revenue, an application to change to direct costing for 
income tax purposes might receive sympathetic consideration. 

Where local property taxes are assessed on book values of 
inventories, it may be possible to reduce the local property tax 
burden by the use of direct costing. 


SUMMARY 


The purpose of this paper has been to focus attention on char- 
acteristics of good costing which are applicable to both absorp- 
tion costing and direct costing, but which often are made to 
appear as being associated only with direct costing. If the prob- 
lem areas of (1) separation of costs into fixed and variable ele- 
ments, (2) proper use of costs in decision-making, and (3) 
improved internal reports could be considered on their merits 
independent of the controversy surrounding the treatment of 
fixed manufacturing costs in matters of inventory valuation and 
income determination, improvements in internal use and pres- 
entation of cost information might be accelerated. Such improve- 
ments are vital for management accounting purposes whether 
fixed burden costs are treated as period costs or product costs 
for external reporting purposes. 

The advocates of direct costing have made a substantial con- 
tribution to contemporary accounting thought by so effectively 
reminding the accounting profession of the importance of the 
proper use of costs in decision-making and of the effective pres- 
entation of cost information. The term “direct costing,” how- 
ever, should be generally employed to describe an accounting 
method which is different from absorption costing, and the 
fundamental distinctions between these two methods should be 
explicitly recognized. Unless this is done, needless confusion 
will continue to be created. Greater benefits from a continued 
discussion of direct costing and absorption costing might accrue 
more quickly if real differences between, and characteristics 
common to, these two costing methods are not mingled. 





Controllers Institute’s 54th Control To Be Located in The Carolinas 











The organization meeting of Controllers 
Institute’s 54th Control, which will be 
located in the Carolinas, was held on Feb- 
tuary 27 with both members and eligible 
applicants in attendance. Seated left to 
right are William Morgan, America 
Enka Corporation, Enka, N. C.; Everett 
L. Hull, Blue Bell, Inc., Greensboro, a 
member of the Organization Committee; 
R.R. Roberts, Fieldcrest Mills, Inc., Spray, 
chairman of the Organization Committee ; 
Steve H. Bomar, Trust Company of 
Georgia, Atlanta, Ga., Southern Area vice 





president of Controllers Institute; Paul 
Haase, managing director of CIA, New 
York; Edward J. Mack, Burlington In- 
dustries, Inc., Greensboro, a member of 
the Organization Committee; C. Eugene 
Rowe, Dan River Mills, Inc., Dansville. 

Standing left to right are D. S. Peoples, 
R. J. Reynolds Tobacco Co., Winston- 
Salem; C. F. Adamson, Burlington In- 
dustries, Inc., Greensboro; R. S. Bell, 
Duff-Norton Co., Charlotte; William 
Butler, Chatham Manufacturing Co., El- 
kin; E. T. Shipley, Wachovia Bank & 


Trust Co., Winston-Salem; P. B. Whiting, 
P. H. Hanes Knitting Co., Inc., Winston- 
Salem; J. W. Vanderwoerff, Dan River 
Mills, Inc., Danville, Virginia; E. L. 
Brown, Fieldcrest Mills, Inc., Spray; Jul- 
ian Black, the Kendall Company, Char- 
lotte; J. R. Lawing, J. P. Stevens & Co., 
Inc., Greensboro; E. F. Keen, South Caro- 
lina National Bank, Columbia, S. C.; and 
J. H. Perry, Sears, Roebuck & Co., 
Greensboro. 

The Control's charter presentation meet- 
ing will be held on April 4 in Charlotte. 
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This new technique will revolutionize research 
in the field of financial management 


CONCURRENT with the growth in 
knowledge about accounting and manage- 
ment subjects, the controllership function 
during recent years appears to have be- 
come generally more and more concerned 
with creative, nonroutine responsibilities. 
The complexity of many of : respon- 
sibilities within the scope of the con- 
trollership function frequently requires 
retrieval of previously recorded informa- 
tion and a review of any existing literature 
in order to provide a basis for planning 
and accomplishing particular tasks. Al- 
though not generally realized, it is safe 
to say that considerably more research 
about accounting and related subjects is 
conducted by industry and public account- 
ing than in the traditional academic area. 


INITIAL STEP 
IN ACCOUNTING RESEARCH 


It is generally considered axiomatic in 
accounting research that the researcher 
should begin with a review of the existing 
literature in order to provide the basis 
for research planning, avoid wasted ‘effort 
in duplicating previous work, and obtain 
information which may be of use in com- 
a the study. Previously recorded 

nowledge is generally considered the 
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most important single tool of the investi- 
gator. However, because of the rapidly 
increasing amounts of accounting and 
management research and writing, loca- 
tion and review of what is already avail- 
able about a subject is becoming more 
and more time consuming. Further, the 
researcher at the present time has no 
assurance that he has reviewed the most 
appropriate material or even that he is 
not duplicating something which has al- 
ready been done. 


INADEQUACY OF 
PRESENT INDEX METHODS 


Conventional methods of indexing ac- 
counting literature—based either on title, 
general subject or author—are generally 
inadequate for a detailed description of 
the content of the material being re- 
viewed. Accordingly, even the most pains- 
taking search of the literature inevitably 
yields a high percentage of unusable ma- 
terial, while frequently overlooking a 
great amount of valuable data. As every 
researcher knows, the conventional meth- 
ods of reviewing the literature are fre- 
quently quite frustrating in that the 
amount of usable material obtained may 
be relatively small. 


INFORMATION RETRIEVAL 
A VALUABLE TOOL 


As a result of the vast amounts of it. 
erature on accounting and management 
subjects, combined with the generally in. 
adequate method of classifying and te. 
calling it, individuals and organizations 
interested in accounting research are fre. 
quently unable to keep up with more than 
a fraction of the vast flow of books 
papers, and other literature of interest to 
them. The ultimate solution to this prob- 
lem appears to lie in the relatively new 
field of developing Information Retrieval 
(IR) techniques for gaining access to 
every pertinent reference on any subject 
recorded in a file, library, or document 
center. From a practical standpoint, com- 
plete retrieval of existing information on 
any topic cannot be assured without a 
— tapping of all pertinent sources 

uring a single search. In addition, ef. 
fective retrieval of information must indi- 
cate to the researcher the specific context 
in which given subjects have previously 
been discussed. 

IR techniques have been developed te- 
cently for research in many diverse areas, 
but there is little if any evidence that 
these techniques have as yet been applied 
to accounting and related wt al- 
though such application would be highly 
feasible. Among the diverse research proj- 
ects in which IR techniques have been 
utilized are the following: 


Selection of the seven future astronauts 
from among thousands of American jet 
pilots. 

Research on medical and health laws to 
effect speedy and comprehensive retrieval 
of legal precedents on a general basis. 

Analytical indexes and concordances of 
the Dead Sea scrolls and works of St. 
Thomas Aquinas. 

Indexing by one company of approxi- 
mately 15,000 journal articles per year on 
medicine, pharmacology, and allied sci- 
ences. 


HOW INFORMATION RETRIEVAL 
OPERATES 


Information Retrieval in its broadest 
sense involves indexing and filing docu- 
ments mechanically and systematically in 
order to make the information they con- 
tain speedily available when needed. Al- 
though a number of IR systems have been 
developed recently, one of the systems 
which has gained prominence as a fe 
search tool in fields other than accounting 
involves two separate phases: First, t¢- 
cording of “key-words’’ on magnetic tapes 
in an electronic computer, and second, 
retrieving all pertinent information from 
the computer. Instead of information be 
ing catalogued by subject and title under 
fixed and inflexible categories such as in 
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resent library card catalogs, however, 
each document of potential future interest 
is analyzed intensively to select the key 
words that characterize its contents. 

Retrieval from the information storage 
fle is achieved by inquiries on the part 
of the researcher in the form of one or 
more of the key words which categorize 
the subject, and only those articles or doc- 
uments with key word combinations 
matching those in the query are with- 
drawn as references. For example, key 
words in this manuscript would include 
“information,” “retrieval,” “key words,” 
“research,” “index,” ‘‘search,” “‘abstract,”’ 
and “context”; any combination of these 
key words could be used in the inquiry. 

Because of the infancy of this field as 
a controllership tool, and because it may 
be desirable in some cases to use more key 
words than in other cases, no rules-of- 
thumb are presently available as to ex- 
actly what percentage of the different 
words in an article would be considered 
as key words. However, it is felt that this 
percentage would usually be quite small. 

How such an indexing and retrieval 
system actually works can be seen more 
specifically by examining an example of 
such a system. A document librarian or 
research worker first reads an article and 
selects key words that identify the sub- 
ject matter. The key words and their 
sources are coded and punched into cards. 
The punched cards are fed into a com- 
puter or some other conversion device in 
order to put the information on magnetic 
tape, if that is to be the permanent media. 
Subsequently, the information on mag- 
netic tape is obtained for whatever use 
may be required through processing runs 
of this information into and out of the 
computer. Each article or document has 
been given a number by the research 
worker, which the computer ‘‘remembers”’ 
by creating an alphabetical vocabulary 
list of all key words used in all documents 
and, after each word, listing the number 
of every document in which the word 
occurs. 

When a researcher wants information 
about a specific subject, he phrases his 
question in terms of the key words con- 
cerning the subject. These inquiry words 
are put into the computer which has pre- 
viously stored all the information about 


the document in the system on tape. The 
computer searches the vocabulary list elec- 
tronically for the key words and when it 
locates each inquiry word it makes a list 
showing every document in which that 
word is used. These lists are then com- 
pared electronically to produce the num- 
bers of documents in which all the words 
being sought will be found. 

Another completely different method 
of retrieving information involves a “‘key- 
word-in-context” index. This method of 
indexing words, which has been well es- 
tablished in compilations of concordances 
of important works of literature, permits 
the researcher to determine accurately 
which items he would like to review in 
detail. It is in essence a printed index ar- 
ranged in a unique format prepared by 
the computer. 

Key-word-in-context indexing and re- 
trieval may be carried out on various 
levels, depending on the purpose to be 
accomplished. The process may be applied 
to the title of an article, its abstract, or its 
entire text. Key words need only be de- 
fined as those which characterize a subject 
more than others. To derive them with 
the computer, it is first necessary to es- 
tablish rules for the computer for dif- 
ferentiating between what is significant 
and what is not. Since significance is dif- 
ficult to predict, it is more practical to 
isolate the desired words by rejecting 
all obviously nonsignificant or common 
words, with the risk of admitting certain 
words of questionable status. The re- 
maining significant or key words would 
be extracted from the title, abstract, or 
text (as deemed ret a together 
with a certain number of words that pre- 
cede and follow them. 

By making the key words assume a 
fixed position within the extracted por- 
tions and by arranging the key words in 
alphabetical order, the key-word-in-con- 
text index is generated. Through the com- 
puter, a researcher can obtain a printed 
index containing all the key words in 
context in which he is interested, together 
with a code which indicates the document 
in which each key word appears. After 
reviewing the key words in context, the 
researcher can obtain and review in their 
complete form the articles warranting 
additional attention. 





* DAVID R. DILLEY received his bache- 
lor 5 degree in accounting from Drake 
University. He later did graduate work in 
Europe and then taught at Indiana Uni- 
versity, where he received his master’s and 
doctor's de grees in business administration 
and economics. He also is a certi fied public 
accountant. Dr. Dilley, after working in 
public accounting, joined the United States 


ee 


Steel Corporation, New York, in 1955. 
Since that time he has held several account- 
ing and analytical positions and is currently 
in accounting management in the executive 
offices. In addition to serving as a lecturer 
in business administration at the Univer- 
sity of Pittsburgh, he has authored numer- 
ous accounting and management articles 


which have been published here and abroad. 





EXTENSION OF IR TECHNIQUES 


Recently, at least two major extensions 
of IR techniques have been developed 
and put to use. The first of these, previ- 
ously described, involves electronic equip- 
ment which can ‘“‘read” the complete text 
of articles and thereby prepare key word 
indices automatically. Automatic process- 
ing requires that information be available 
in machine-readable form. The amount 
of text which the equipment would pick 
up or reject would, of course, depend on 
the frequency of key words but in virtu- 
ally all cases it would be considerably less 
than the complete text. 

Although print-reading devices might 
eventually translate any printed informa- 
tion into machinable codes, there are to- 
day many instances of machine-readable 
records being produced as a by-product 
of typing and typesetting operations. 
These are available in the form of punched 
tapes or cards and can readily serve as 
input to present information processing 
equipment. 

In the case of technical literature, the 
typesetting of many professional journals 
and of technical magazines is done on 
punched-tape controlled Monotype or 
Teletypesetter equipment. Flexowriters 
are often used for preparing technical re- 
ports in order to produce a punched tape 
for various subsequent retyping opera- 
tions. In these instances no further man- 
ual operations are required to obtain the 
input for automatic processing. 

Automatic processing equipment can 
be programmed to throw out unimportant 
prepositions and conjunctions, make a 
statistical analysis of all the significant 
words in an article, and pick out sentences 
with the greatest frequency of. these key 
words. A compilation of these sentences 
then becomes an abstract of the article. It 
is quite conceivable that all current ar- 
ticles in the field of accounting could be 
automatically abstracted as soon as pub- 
lished and could be put into storage for 
future retrieval. 

The second extension is an “intelli- 
gence system” which can disseminate in- 
formation to researchers and others who 
would be interested in it. An information 
center using electronic equipment can 
abstract the current literature of broad 
interest in a particular field such as ac- 
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counting and can send selected portions 
to individuals in accordance with an “‘in- 
terest profile’ which has been made up 
for each person on the mailing list. This 
extension should be of considerable ben- 
efit to both researchers and accounting 
practitioners who find it increasingly dif- 
ficult to keep informed on current devel- 
opments and thought in the field. 

The present and future status of IR 
has been indicated recently by Francis 
Bello. “A number of IR machines have 
already been devised and built. There are 
also in use systems that have adapted for 
IR purposes conventional punched-card 
machines and computers. International 
Business Machines Corporation estimates 
that industry is now spending about $2 

1 Bello, Francis, “How To Cope With Infor- 
mation,” Fortune, September 1960, p. 162. 
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By WIiLuiaM T. JEROME I, Dean 
and Professor of Business Adminis- 
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controller will find much of value 
in this new book, which stresses the 
creative or catalytic role played by 
executive control. The author views 
and explains control as an evaluat- 
ing and measuring process rather 
than as an end in itself. 





In general, the book provides the 
reader with a sound rationale for 
analyzing specific control problems 
and appraising control techniques. 
Organized in five sections, the intro- 
ductory part covers the need for 
control and the meaning of execu- 
tive control. Other sections treat the 
evaluation of performance, the sys- 
tems of executive control, the art of 
review and analysis—including a 
chapter on review and analysis 
through audit—and various objec- 
tive case studies in control. 
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million a year on systems of the latter 
sort. By 1965, according to IBM, the ex- 
penditure on IR will jump to over $100 
million a year, and thereafter double 
every three years. Before long, in other 
words, IR will be as familiar to business- 
men as EDP (electronic data processing) 
is today. In fact, IR in 1960 is just about 
where EDP was ten years ago.” 


IR AND ACCOUNTING 


IR will undoubtedly become a valuable 
tool both to researchers having access only 
to external or published accounting litera- 
ture and to those in business or public 
accounting who also have access to in- 
ternal reports and information. Research- 
ers in the academic world would have 
available to them the complete literature 
of the field, and business would be more 
adequately informed about the results of 
academic research and could make better 
use of it than at present. In addition, 
business and public accounting firms 
would be able to have more external and 
internal information in less time. 

Before extensive and economical use 
can be made of IR by any researcher, how- 
ever, there will need to be established a 
national or regional research information 
system for all published literature in the 
field. Having such a system would guar- 
antee a researcher that no published docu- 
ment would be overlooked during a 
search and also that no document would 
be retrieved unless it contained informa- 
tion of definite interest. 


RETRIEVAL OF PUBLISHED 
ACCOUNTING INFORMATION 


Following are the specific steps which 
would be involved in the establishment of 
an IR system for published literature: 

The periodicals and other accounting 
material already in existence would need 
to be coded and stored for future retrieval. 

All current articles and books about ac- 
counting and related subjects, or at least 
abstracts of them, would likewise have to 
be coded. This could be done virtually 
automatically with punched tape that is 
now going to waste in printing plants. 

This information would need to be 
readily available to individual researchers, 
universities, or firms interested in know- 
ing what has previously been written 
about a particular subject. 

As far as can be determined, no one in 
the accounting field has taken the steps to 
make available to accounting researchers 
such a systematic and comprehensive ref- 
erence system for published accounting 
information. It would seem that this idea 
could probably best be pursued by one of 
the national professional accounting or- 
ganizations, or by one of the graduate 
schools of business, with the service then 
being made available to all interested busi- 
ness organizations and members of the 
profession. Although initially a single IR 








system at the national level would be ade. 
quate, it is quite pong that the fore. 
seeable future will see regional research 
data retrieval centers. It is also quite likely 
that eventually one or more comprehen. 
sive IR systems will be developed to in. 
clude information in all fields of business 
and economics. 


SPECIFIC APPLICATIONS 
OF IR TO ACCOUNTING 


Perhaps the most obvious use of IR is 
in the development of additional thoughts 
and contributions to the accounting field 
by university faculties, students, and other 
researchers. In addition, IR will also have 
a large number of practical applications as 
a management tool. A few examples of 
the areas of possible applications of IR by 
a business firm using its own information 
retrieval equipment include the following: 

Staff services to management. IR would 
be useful in the development of staff proj- 
ects which involve assembly and analysis 
of data—particularly those involving in- 
formation to be obtained from published 
sources outside the firm. 

Recall of special reports. The problem 
which personnel in large firms have of not 
always knowing whether and where in- 
formation is available either in special re- 
ports would be virtually solved by record- 
ing pertinent key words and subjects for 
future retrieval. 

Recall of historical operating and ac- 
counting data on subjects such as produc- 
tion, safety, sales, and inventories. 

Abstracting of articles and written te- 
ports. As previously indicated, abstracts 
can be prepared of articles and written 
reports to save time of top-level exec: 
tives who frequently do not have time to 
read a large number of lengthy reports. 

Proper channeling of information. 
Matching of user-interest profiles against 
incoming documents could insure that all 
persons in the organization see each and 
only each document in which they have an 
interest. 

Comparison of practices and organiza- 
tions. A major source of ideas for im- 
provements in practices and organization 
structure is the descriptive literature on 
these subjects by personnel in other firms; 
an IR system covering all published lit- 
erature in accounting would facilitate such 
comparisons. 

Planning and development of account- 
ing personnel. The education, background, 
and experience of all accounting person- 
nel in a firm could be recorded by key 
words, which could then be reviewer 
quickly and systematically when an indi- 
vidual with certain qualifications is wanted 
for a particular assignment. 

Resolution of income tax and other 
legal questions. IR techniques would free 
tax accountants and attorneys from much 
of the drudgery of library research for 
pertinent statutes and cases and thereby 
effect a speedy and comprehensive fé 
trieval of legal precedents. (turn to p. 208 ) 
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AND COMPETITION ABROAD 





| NFLATION, the outflow of gold, the grow- 
ing industrial power of Soviet Russia, 
the need for political activity on the 
of business, and the current conflict-of-in- 
terest controversy were among the subjects 
discussed at the 1961 Southern Confer- 
ence of Controllers Institute of America. 
The Institute’s Houston control sponsored 
the Conference, which was held March 
2-4 at the Shamrock Hilton Hotel. 

Two speakers, Norman T. Ness, secre- 
tary, rs oa Clayton & Co., Houston, 
and Dr. James C. Dolley, vice chancellor 
for fiscal affairs, the University of Texas, 
brought out the causes and consequences 
of the gold situation. Mr. Ness pointed 
out that despite this country’s consistently 
favorable balance of trade even in 1960, 
other large-scale activities entail payments 
abroad. “The United States,’ he ex- 
plained, “is underwriter of a significant 
part of the Free World’s defense costs 
and is also its most important investment 
banker. The rest of the world looks to 
this country as a reliable source of funds 
for long-term investment. 

“Military expenditures, government 
grants and loans, and United States private 
capital involved outlays of $6.8 billion in 
1959 and $8.3 billion in 1960. Unless 
these outlays and other payments, e.g., for 
merchandise imports, are covered by re- 
ceipts, gold or dollars have to move abroad 
on balance. In the year 1960, the marked 
increase in our exports was offset by the 
increased flow of private capital abroad. 
Recorded private capital flows rose by $1.3 
billion. If, as is widely believed, the shift 
in ‘unrecorded items’ from a receipt of 
$800 million to a payment of the same 
amount reflects short-term capital move- 
ments, the total increase amounted to some 
$2.9 billion.” 

Over the past 11 years, the speaker ob- 
served, foreign countries tended to forego 
gold and took payment in deposit ac- 
counts, treasury bills, and open market 
papers. At the end of November 1960, 
such dollar holdings had risen to some 
$20.9 billion. “In addition to being foreign 
trader, defense underwriter and invest- 
ment banker,” he said, “the United States 
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MR. NESS DR. DOLLEY 


is also the world’s most important com- 
mercial banker. This is true in the ele- 
mentary sense that working balances of 
other countries are held here in the form 
of bank deposits and other short-term 
instruments. But there is a second sense 
in which the United States has become the 
world’s banker: along with gold, its cur- 
rency—the dollar—has acquired the status 
of reserve for the international monetary 
system. It is a little as if the United States, 
in addition to being the world’s First Na- 
tional Bank has become its Federal Re- 
serve Bank, too. 

“Foreign entities or countries hold 
$20.9 billion of short-term claims against 
the United States. Against this we hold 
$3.3 billion of short-term claims on for- 
eigners, $4 billion of drawing power at 
the International Monetary Fund, and 
some $17.5 billion in gold. Assets exceed 
payables, but not by a wide margin. If all 
or most of our foreign-held short-term 
claims were presented for payment simul- 
taneously, we would be virtually drained 
of gold. But the same proposition is true 
of your own bank.” 


MAINTAINING FAITH IN THE DOLLAR 


The responsibilities arising from these 
conditions, Mr. Ness indicated, involve 
(1) enlarging exports in order to cover 
the outlays due to being defense under- 
writer and investment banker, as well as 
(2) maintaining confidence in the dollar 
through proper fiscal and credit policies, 
such as keeping interest rates here in line 
with those abroad. 

Dr. Dolley also emphasized the im- 
portance of maintaining faith in this 
country’s currency to stem the drain of 


gold. “If there should be a growing belief 
that the purchasing power of the dollar 
will continue to decline,’ he cautioned, 
“we should expect to see a marked in- 
crease in the demand for gold by foreign 
central banks and governments. 

“Steps taken or proposed to slow down 
the outward movement of dollars merely 
nibble at the problem. The basic diff- 
culties are wage inflation and excessive 
government spending, especially foreign 
spending, and the only lasting solution 
will be found if major corrections in these 
areas are made. We should stop wage in- 
flation—indeed, some wage deflation 
would be desirable—and we must cut 
government spending sharply by curtail- 
ing some existing programs and eliminat- 
ing others entirely. 

“Either we continue with spending pro- 
grams for the benefit of our vocal minor- 
ity groups and with a Community Chest 
approach to our international fiscal affairs, 
or we return to financial sanity.” 





MR. HIGGINS 


The speaker on conflict of interest was 
Thomas G. Higgins, senior partner, Ar- 
thur Young & Company, New York. He 
said that it exists where an officer or key 
employe has an outside personal financial 
interest or any other relationship which 
has the potentiality of being antagonistic 
to the best interests of his company, even 
though it may result in no loss to the firm. 

Examples cited by the speaker include: 
(1) Any substantial stock investment in a 
concern with which the company does 
business; (2) acceptance of gifts or other 
favors of more than token nature, and 
(3) using a company position or privi 
leged information in a way that might 

(Continued on page 180) 
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bring personal gain. As initial steps in 
preventing or overcoming such situations, 
Mr. Higgins advocated a written policy 
stipulating what is proper and what is 
not, a method of answering questions as 
they arise, and some means of keeping 
officers and key employes informed re- 
garding company policy. 

Other procedures advocated by the 
speaker included competitive bidding for 
major items; high-echelon approval of 
purchases over stated amounts, rotation of 
duties of people in sensitive positions ; 
studying the pattern of purchases; and 
internal audit to determine that prescribed 
procedures are being followed. 

“If other members of management have 
not already taken the initiative,” the 
speaker recommended, “‘then by all means 
the controller should. He can go a long 
way towards bringing about policy deci- 
sions. 


PREPARATIONS FOR A MERGER 


The do’s and don’t’s of mergers and 
acquisitions were outlined in an address 
by George D. McCarthy, partner in Price 
Waterhouse & Co., Newark, N. J. The 
first step, he counseled, should be to form 
an acquisition committee to survey the 
field and conduct negotiations with likely 
prospects. 

“Before making any overtures,” he said, 
“it is desirable to obtain as much informa- 
tion as possible on all prospects and to 
assemble these data in an orderly manner. 
The list should include questions on finan- 
cial position and results, manufacturing 
operations, personnel, sales, marketing, 
research, and other pertinent areas. The 
use of such an outline will help to avoid 
many unpleasant surprises which tend to 
develop when negotiations have been con- 
cluded without benefit of an adequate in- 
vestigation. 

“One of the pitfalls to be avoided is 
that of overestimating the savings in ex- 
penses from elimination of duplicate 
functions. These should be estimated on a 
conservative basis, since they often do not 
materialize. Acquiring companies fre- 
quently find that many expenses increase, 
because of their own higher compensation 
scales and more liberal benefits, which are 
extended to personnel of the company ab- 
sorbed.” 

What he called ‘‘the shrinking role of 
the controller’’ was blamed by another 





speaker, John T. Garrity of McKinsey & 
Company, Inc., New York, on manage- 
ment’s expanding needs for more and 
better information and on the tendency of 
many controllers to become too embroiled 
with statement preparation, accounting 
procedures, tax problems, and other sec- 
ondary duties. 

‘Mathematical techniques, such as op- 
erations research, are increasingly being 
applied to the solution of business prob- 
lems,’ Mr. Garrity said. ‘Electronic data 
processing is another example. Each of 
these areas has its own body of knowledge 
which the controller must now master, 
along with accounting, business law, budg- 
eting, and office systems.” He suggested 
ways in which lost ground can be recovered. 

“Dramatize the services you have to 
offer,” he advised. ‘Through creative and 
skillful analysis of past data you can iso- 
late profit drains and help to formulate 
improvement programs. Get closer to op- 
erating management. Far too many con- 
trollers just sit in their offices bemoaning 
the fact that operating management hasn't 
come to them for help. Try going to op- 
erating management for a change. There 
isn’t a line executive who doesn’t have a 
maze of problems he would like to share 
with others who have demonstrated a 
willingness and capacity to help. 

‘Look ahead. One year is but a moment 
in the life of a corporation. The able 
chief executive is far more concerned 
with the future than the present. In your 
planning and control reports assess the 
future as well as measure the past.” 


EMPLOYE PARTICIPATION IN POLITICS 


How one company is working to over- 
come political lethargy and indifference 
among employes was described by Henry 
La Cossitt, public relations representative, 
Gulf Oil Corporation, Washington, D. C. 
“Our program is designed,” he explained, 
“to close the gap between the business- 
man, on the one hand, and the political 
community on the other. It is based on 
the solid premise that what is good for 
the community is good for the company. 
Through it we are trying to instruct com- 
pany personnel, shareholders and others 
connected with the corporation in regard 
to their rights and responsibilities as free 
citizens. 

“The program is nonpartisan. We urge 
our people to be active in the party of 


MR. La COSSITT 


MR. CRAM 


their choice. We urge them to interes 
themselves in civic affairs. The local com. 
munity is the level on which we base our 
operation, because that is where public 
opinion is most important. We urge our 
people to take an interest in local affairs 
on the precinct level, even on the block 
level, and to support local projects that 
are in the public interest. If the case js 
important enough, we make our employes 
available to devote their full time to the 
civic project in question. And certainly 
we want our people to work in primary 
election campaigns for the best possible 
candidates.”’ 

The company has regional representa- 
tives at work on the program in key cities 
around the country, Mr. La Cossitt te. 
vealed. Each is charged with inspiring 
and supervising the activities of company 
people in his area. They help corporate 
and allied personnel pick worthy projects 
and see that action is taken on those 
chosen. The Washington office keeps them 
informed on national trends and gives 
help where needed. 

“All around the country we find Gulf 
people on civic committees, active in com- 
munity affairs generally, and schooling 
themselves in practical politics by taking 
courses on the subject,” he reported. “Re- 
cently a Gulf distributor was elected to 
Congress. Some of our people are serving 
as Mayors, commissioners, city committee- 
men, precinct and county committeemen, 
and school board officials. 

“Naturally, we continue to lobby for 
our corporate interests. The two parts of 
the program complement each other be- 
cause, if we improve public opinion where 
our company is concerned, we surely will 
improve political opinion.” 

At the wind-up luncheon, an oil man 
who recently toured Soviet Russia ap- 
praised that country’s strides in petroleum 
production. Ira H. Cram, chairman of 
the executive committee, Continental Oil 
Company, New York, confirmed that So- 
viet production of 2,960,000 barrels a 
day during 1960 made it the world’s sec: 
ond largest producing nation. 

“The Soviets are preparing for greater 
export to both the Free World and the 
satellites,” he said. ‘The seven-year plan 
indicates to me a planned exportable sut- 
plus of over 500,000 barrels of crude oil 
a day in 1965, more than double 1959. 
When products are added, total net ex: 

(Continued on page 198) 
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FINANCE 
Wholesale Financing 
Instalment Financing 
Business Loans 


Equipment Financing 
and Leasing 


Fleet Lease Financing 
Rediscounting 
Personal Loans 
Factoring 


INSURANCE 
Automobile Insurance 
Commercial Credit Insurance 


Health and Accident 
Insurance 


Credit Life Insurance 


MANUFACTURING 
Pork Products 
Metal Products 


Heavy Machinery 
and Castings 


Malleable, Gray Iron and 
Brass Pipe Fittings 


Metal Specialties 


Roller and Ball Bearing 
Equipment 


Machine Tools 

Toy Specialties 
Pyrotechnics 
Printing Machinery 
Valves 


COMMERCIAL CREDIT 


COMPANY AND SUBSIDIARIES 


In three primary areas—Finance, Insurance, Manufacturing—Commercial Credit 
subsidiaries provide a wide variety of services and products that contribute to 
the growth of American business and the well-being of American families ... 


CAPITAL FUNDS OVER $250,000,000 


HIGHLIGHTS FROM FIVE YEARS OF GROWTH 


GROSS INCOME. 





NET INCOME: 


Net income before interest and discount charges.................ccssssssssssees 


Interest and discount charges 


Net income from current operations, before taxes..............ccssvcsvecsnecessee 


United States and Canadian income taxes. 
Net income credited to earned surplus.. 








Net income per share On COMMON STOCK...............c-.sssscsseessseeerseeeeseeeseees 


Common shares outstanding at end of period..............scccscsssecsssseeesssseesseenes 


RESERVES: 


Reserve for losses on receivables... 
Unearned income on instalment receivables... 
Unearned premiums—Insurance Companies... 

Available for credit to future operations.. 





Operations shown separately are, briefly: 


FINANCE COMPANIES: 


Gross Receivables acquired 


Receivables outstanding December 31 


Automobile retail and wholesale. 
Mobile home, appliance and other retail and wholesale.......... 


Farm equipment retail and wholesale...... 


Factoring. 


Business Loans—accounts receivable 


Fleet Leasing...... 


Industrial equipment....... 


























IU etare ey On Noss ca easctgnct cess ceedeveciennacnigpoions 


Sundry (principally unclassified items)... 


Net income of Finance Companies 











INSURANCE COMPANIES: 


Written premiums, prior to reinsurance 
EUG NOUNS sii cass ssssacdcsisesneeescasenintcrone 


Net income i Cavalier Life 


Insurance Co.)....... 





MANUFACTURING COMPANIES: 


Net sales .. 
Net income .... 














1960 1955 
. $ 216 549.607 $ 145 235 738 
$ 126 264151 $ 79 119 292 
71 868 626 24 922 052 
$ 54395 525 $ 54 197 240 
nw 25 524 179 28 012 310 
. $ 28871346 $ 26 184 930 
$5 66 $5 22 
5 100 329 5 015 516 
.$ 22777051 $ 16 385073 
115 503 148 63 488 898 
34 352 457 37 647 870 





. $ 172 632 656 


$ 117 521 841 








. $4 287 919 187 


$3 677 241 749 














Copies of our 49th Annual Report available upon request. 
Write: Commercial Crédit Company, Baltimore 2, Maryland 





$ 902 464.966  $ 904 105 274 
213 530153 ©—-:136 917 238 
250 734 096 
163 280 198 71 571 058 
106 264 501 69 701 102 

47 005 211 
58 915 430 9 606 561 
158 863 082 51 186 065 

$1 901 057 637 $1 243 087 298 
6 002 646 4 458 537 

$1 907 060 283 $1 247 545 835 

$ 16704890 $ 15 628 251 

. $ 40857351 $ 47 056 317 
38 581 860 38 663 845 

9 788 774 5 877 336 

$ 129 200097 $ 117 992 005 
2 377 682 4 679 343 





J. R. Kiessling 


The 

Role of 
Finance 
in Selling 





e Mr. Kiessling, a member of Controllers 
Institute, has shown how to equip sales 
management with “power steering” and 
“power brakes” in this article. His career 
has included these successive positions 
following his graduation from the Uni- 
versity of Cincinnati with a degree of 
Commercial Engineer: Staff accountant, 
Lybrand, Ross Bros. & Montgomery; as- 
sistant controller, Wright Aeronautical 
Corp.; assistant comptroller and assistant 
treasurer, Graham-Paige Motors Corp.; 
assistant general comptroller, Kaiser- 
Frazer Corp.; comptroller, K-F Corp., De- 
troit Engine Div.; treasurer and director, 
Comstock Foods, Inc.; controller, Seabrook 
Farms Co.; and currently financial vice pres- 
ident, Frick Company, Waynesboro, Pa. 
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A FINANCE DEPARTMENT can aid the 
company sales effort directly by furnish- 
ing the statistics needed concerning its 
activities, and indirectly by helping other 
departments reduce costs, increase quality, 
shorten engineering and manufacturing 
lead times, and get more mileage out of 
the money spent. 

The kind of sales statistics which Frick 
Company’s Finance Department furnishes 
includes: 


1. Prospect analyses: Two of these re- 
ports are issued each month, one by ac- 
count and one by estimated closing dates. 
Their main purpose is to inform the home 
office of the volume of orders in sight and 
to alert the Engineering and Manufactur- 
ing Departments to potential demands on 
their facilities. 

2. New orders analyses: Six of these 
reports are issued, some weekly and some 
monthly. They show the dollar amount of 
new orders by sales division, region, 
branch, salesman, end-use industry, and 
product. 

3. Sales analyses: Six of these reports, 
also, are issued weekly or monthly. They 
show sales dollars invoiced by sales divi- 
sion, region, branch, salesman, end-use 
industry, and product. 


When practical, each of these reports 
gives figures for the current month and 
for the year to date, as well as comparisons 
with budgets or quotas. 

Of course, everyone does not receive 
each report. The reports are so designed 
that top management receives certain sum- 
mary reports, the home-office sales execu- 
tives receive other reports, and the regions 
and branches receive detailed reports. 


The Profit-Planning Program. There are 
many other ways in which the Finance 
Department tries to aid the sales effort 
directly, such as by new budgeting and 
forecasting techniques, more realistic credit 
policies, new customer financing arrange- 
ments, new methods of recording sales 
and paying commissions, and better han- 
dling of financial dealings with customers. 
However, it is in the area of indirect 
aid—specifically, through the recent in- 
stitution of a profit-planning program— 
that the most interesting and important 
developments have occurred at Frick. 
Though the program is still new, a reduc- 
tion in costs is not the least of the benefits 
which it seems to be going to produce. 
Savings and increased profits can be ob- 
tained in different ways. One is to cut ex- 
penses to the bone and maintain sales vol- 
ume. Another is to hold expenses steady 
and increase sales volume. Another is to 
invest in labor-saving facilities and in- 
centive programs which will produce in- 
creased effort and output per man hour. 
Another is the personnel approach aimed 





at getting better people for the job. Stil 
another is through financial analysis {) 
ascertain the most profitable segments of 
the business and the most profitable sales 
mixes. 

A profit-planning program combing 
all these approaches and includes othe; 
things as well. It is for this reason that 
companies are putting more and more em. 
phasis on profit planning and are devel. 
oping budgetary control groups to coor. 
dinate the program. 

The installation of a profit-planning 
program can be likened to equipping man. 
agement with power steering and power 
brakes. Changes in operating consign 
come so fast that management has to be 
able to make immediate changes in plans 
to meet changing conditions. Through the 
use of profit-planning reporting  tech- 
niques, we can achieve the power steering 
that is necessary for a high degree of flex. 
ibility in guiding the company’s opera- 
tions towards improved profits with less 
effort. Through the use of profit-planning 
controls, we have the power brakes needed 
to pull up fast in the event we meet 
head-on obstacles which require the rapid 
changing of our plans. 


Profits Must Be Attained. The object of a 
business is just one—to make money. Only 
by earning a reasonable profit and a fair 
return on invested capital can the owners 
of a business be expected to contribute 
additional money or to let profits remain 
in the business for reinvestment in new 
products, new facilities, new sales or- 
ganization, and higher salaries. It is only 
when a business is making a reasonable 
return on its investments that employes 
are secure in their jobs. 

Profits do not merely happen. They 
must be attained, and they are attained 
only through skillful planning and hard 
work. Profits result when management 
can organize all the forces of the business 
enterprise into a single, well-coordinated 
team whose objective is primarily the 
earning of a profit. 

Do you wonder at this great emphasis 
on the profit concept? Isn’t it true that 
many, if not most, American businesses 
are not really profit-minded ? 

There are some companies which are 
sales-minded. They are interested mainly 
in how much they can sell and what the 
rate of sales increase is. They are so busily 
engaged with sales contests, orders, slo- 
gans, advertising, and gimmicks of all 
kinds to increase sales that they do not 
have time to be concerned about profit. 

There are some companies which are 
production-minded. They think the an- 
swer to all problems is just to get enough 
production volume through the plant and 
profit will take care of itself. They are 
primarily interested in increasing produc- 
tion output and think that high produc- 
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tion volume is their most important goal. 

There are price-minded companies 
which have the lowest sales prices in the 
industry. They believe this is the sole 
answer to the question of how to assure 
success. 

There are factory-minded companies 
whose only objective is efficient and more 
eficient production. They have the latest 
and best equipment, regardless of cost and 
regardless of pay-out. Whether they make 
a product that the consumer wants at a 

rice the consumer is willing to pay is 
merely incidental. 

There are financial-minded companies 
which spend most of their time on finan- 
cial manipulations, reorganizations, merg- 
ets, and tax-saving arrangements. They 
afe so preoccupied with these matters that 
they do not manage the business. 

There are conservative companies which 
never take a risk. They think over every 
proposition for months on end and never 
take action. They pinch the pennies and 
lose the profit dollars. 

These companies are going to have 
rough going in today’s competitive mar- 
kets. Not that the factors mentioned are 
not worth while, but they must be coordi- 
nated into an over-all program so that 
sales volume, production volume, produc- 
tion facilities, engineering, and financial 
management are balanced in an over-all 
plan that is designed to make a profit. 


The Application of Logic. We at Frick 
Company think of our profit-planning 
program as a detailed blueprint to obtain 
future earnings. We regard our forecast- 
ing and budgetary control procedures as 
devices which help us get the most from 
our available manpower and resources. 
We regard standard costs and controls as 
guide lines which furnish a sense of direc- 
tion from plan to performance. This en- 
tire coordinated plan is designed to be 
simple, flexible, adaptable, and in bal- 
ance. In essence, the program represents 
the application of logic to the operation 
of the business. 

We must remember, however, that a 
plan does not run itself and that a plan 
in itself does not assure profit. The plan 
is the mechanism by which competent 
management can obtain profitable opera- 
tions. It is a tool to aid management in 
running the business so that the most ef- 
fective use is made of its time and re- 
sources. In the final analysis the quality 
and caliber of the management will de- 
termine the adequacy of the profit plan 
and the success of the business. 


The Budgetary Control “Package.” A 
large part of the planning activity con- 
sists of establishing sales quotas, sales 
budgets, labor budgets, material budgets, 
factory burden budgets, maintenance ex- 
pense budgets, overhead expense budgets, 
(Continued on page 200) 








WHAT ARE SOME OF THE BENEFITS OF PROFIT PLANNING? 


Although these benefits will vary according to the size 
and complexity of the business and the degree of stability 
in the industry, the following benefits and advantages can 
usually be obtained: 


1. Profit planning provides a disciplined approach to 
business problems. It requires the whole organization to 
review its operations and to look for means of improving 
them. It requires the establishment of goals and provides 
the means for measuring actual accomplishments against 
planned performance. It necessitates coordination of effort 
and improved teamwork among all departments in the 
business. 

2. Profit planning creates an atmosphere of profit con- 
sciousness, of cost consciousness, and thrift throughout the 
organization, not only at the time the plan is developed, but 
month after month as actual performance is measured against 
the profit plan. The people who are responsible for creating 
costs and making expenditures are bound to exercise greater 
care because they know that their performance will be meas- 
ured against the profit plan. 

3. Profit planning helps to distinguish between mere 
wants and actual needs. As we all know from our personal 
experience, every department always wants more money, 
new equipment, new products, more advertising, more of 
everything. The wants are endless, but there is a definite 
limit to the amount of money available. A good part of 
profit planning consists in weeding out those things which 
would be nice to have but which are not essential, or not 
necessary, or not as profit creating as other items are. 

4. Profit planning necessitates a critical appraisal of every 
element of the business year after year. At the time the profit 
plan is conceived, questions are quite naturally raised as to 
the necessity and cost of every function. This annual critical 
appraisal is comparable to an annual medical examination 
which people undergo in order to assure themselves that 
they are reasonably healthy and to gain forewarning of any 
serious trouble ahead. 

5. Profit planning helps to develop and improve the 
management team. Every supervisor and manager who is 
concerned with sitting down and working out a profit plan, 
at the end of such a plan is a better manager and has a better 
understanding of the factors that make up good performance. 

6. Profit planning enables management to manage by ex- 
ception. For management to devote its valuable time to the 
chore of searching through the business to find out which 
departments are well run and which departments are not 
well run is like using a cannon to shoot fleas. Management 
should not have to devote any time to find the areas of busi- 
ness that need correction. Their full time should be spent 
on correcting those weak areas. 
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How this new team of IBM Supplie 








IBM SUPPLIES SPECIALIST—uniquely trained to assist you in solving supplies problems 
promptly, efficiently and to your best advantage. 

















































pligpecialists can help you 





When it comes to cards, magnetic tapes or 
control panels, the IBM supplies specialists 
know—as few men do—just how to meet your 
needs. IBM supplies specialists are true ex- 
perts...qualified by intensive training in IBM 
schools, plants, and design centers...qualified 
by extensive field experience. 

Equally important, they represent a com- 
pany that is unsurpassed for: 


PROMPT SERVICE—IBM offers you same-day de- 
livery on control panels and magnetic tapes, 
to meet emergency needs. In addition, through 
its nation-wide manufacturing and warehous- 
ing facilities, IBM can service promptly the 
card needs of any customer in America. 





TECHNICAL ASSISTANCE—Through its network of DESIGN ASSISTANCE—you can profit by the 
Card Design Centers, IBM can assist you in de- ideas and experience of others who have suc- 
: . Ref cessfully solved problems similar to yours. 

veloping card designs that will improve card 

handling techniques, reduce card consump- 
tion, and contribute to the economy of your 
data processing operations. As for control 
panels, your IBM specialist can help you profit 
from the ideas and experiences of others who 
have solved problems similar to your own. 


PRODUCT QUALITY—IBM supplies are made to 
precise specifications which have been de- 
veloped over more than 40 years of research, 
testing and performance analysis. 


CUSTOMER EDUCATION— Through IBM’s Customer 
Education Centers as well as through plant 
tours, supplies seminars and informative 
literature, IBM offers you an unsurpassed op- 
portunity to achieve competence in the use 





and care of IBM cards, tapes and panels. IMMEDIATE DELIVERY—control panels deliv- 
ered “off-the-shelf” to meet your emergency 
PRODUCT RESEARCH—10 assure you the best sup- data processing needs. 


plies products possible, hundreds of IBM engi- 
neers and technicians work full time to de- 


velop new, improved products and techniques. LONGER TAPE LIFE—assured by the unique 


IBM quality control program for new magnetic 


The next time you are in the market for tape, plus an exclusive retest service which 
A increases the life of your present tape by 
punched cards, magnetic tapes, or control over 50%. 


panels, call your IBM office. Talk to the IBM 
supplies specialist—an expert backed by ex- 
perts—a man whose main job is to improve 
the return on your data processing investment. 


IBM DATA PROCESSING 
® 
























Robert W. McGeary 


IN THE CONSTANT SEARCH for ways 
to reduce office costs, cost reduction pro- 
grams such as forms control, work sim- 
plification, records management, etc., have 
been installed in companies of all types 
and sizes. Many of these efforts have been 
relatively successful within their limited 
scope of application. But the fact remains 
that, on a nationwide basis, office expenses 
have continued to take a bigger bite out 
of every sales dollar with each passing 
year. Most often this disproportionate in- 
crease in paperwork costs is blamed on the 
increasing complexity of modern business. 
No one would deny that business today 
is more complex than it was 20 years ago, 
to be sure, but zs it not also possible that 
our present methods of controlling office 
costs have fallen short of expectations? 

Perhaps there is a more effective means 
of controlling office cost than those cur- 
rently in popular use. An approach labeled 
“elemental cost control” (ECC) has been 
used experimentally with excellent results. 
Let it be clear at the outset, however, that 
even this — has certain pitfalls and 
it is not to be considered as the complete 
cure-all for the problem. It is offered as a 
possible improvement over existing tech- 
niques. 

Control of expenses in elemental cost 


e Mr. McGeary, as vice president of Leahy 
and Company, New York management 
consultants, has worked with many of the 
nation’s well-known organizations in the 
development and installation of cost re- 
duction programs. Before joining his pres- 
ent company, he served as manager of 
Systems Planning for American Radiator 
and Standard Sanitary Corporation. After 
receiving his Master's degree from the 
University of Pennsylvania, he worked for 
several years as a management analyst in 
the Navy Management Office, Department 
of Defense. 
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A New Approach to 
Reducing Office Costs 


A suggested course of treatment 
for the “hypertrophy of expense” condition 


control is segmented by the well-known 
term, ‘object of expenditure.” To illus- 
trate, objects of expenditure are person- 
nel, space, machine rentals, office equip- 
ment, stationery and printing, etc. Many 
companies presently have a departmental 
budgeting system which, usually on a 
monthly basis, reports expense in each 
category and compares it with a previously 
budgeted amount. Elemental cost control 
adds to this basic recording system a 
specific cost control program tailored to 
each of these elements of expense. 

The first prerequisite for installing an 
ECC program is to determine exactly the 
office costs of the company. This may 
seem to be an easy task but actually there 
are very few companies in the country 
today who have the answer readily avail- 
able. Most corporate accounting systems 
do not summarize all office costs in one 
figure. For example, many companies lump 
selling, general and administrative costs 
together in one figure. Salesmen are not a 
part of office expense. Neither are adver- 
tising expenses, outside legal fees, etc. 
Many companies report plant office ex- 
pense which might involve inventory 
control, payroll and production control 
departments as a cost of manufacturing or 
cost of goods sold. It is obvious to anyone 
who is familiar with the accounting and 
budgeting systems of a number of com- 
panies that there are nearly as many di- 
verse systems of expense reporting as 
there are companies. 

It is therefore necessary to define office 
costs before we can proceed with any 
program to control them. One practical 
definition currently in use includes all 
expenses incurred by any group of people 
(and/or machines) engaged basically and 
primarily in a paperwork function, 
whether on a routine or professional level. 
Excluded by the definition is high-level 
executive compensation such as the sal- 
aries of the president and the division 
heads reporting to him. Compensation for 
all other executives is included as office 
costs. Naturally it is possible to find loop- 
holes in this definition, and there will be 


borderline cases, but if applied with con- 
sistency it will adequately serve the pur- 
pose. In actual practice it is not too dif- 
ficult to separate office costs from other 
expenses as long as the criteria are ap- 
plied consistently. 

Once having isolated office cost centers 
it is necessary to design a reporting system 
which will consolidate the data into a 
usable tool for analysis. In most com- 
panies, only minor revisions in present 
reporting systems are required. Even the 
rare requirement for a major overhaul of 
existing expense-reporting systems is well 
worth the time and effort when compared 
to the results obtainable through the ECC 
approach. 

To get a clearer picture of how the 
ECC program functions, let us first ex- 
amine two typical breakdowns of office 
costs. In Table I, Department A is a 
billing department which is not auto- 
mated; Department B is a machine ac- 
counting department handling diverse ap- 
plications and which is, of course, highly 
automated. All figures are monthly ex- 
penses. Percentage figures indicate each 
item’s percentage of total departmental 
expense. 

It is obvious from Table I that a hand- 
ful of items comprise the bulk of the ex- 
penses in both cases. Table II shows the 
average breakdown of office costs by 
major category. It should be noted that 
these are average figures therefore indi- 
vidual companies or even departments 
within the same company will not always 
follow this pattern due to special situa- 
tions. Industrywide, however, they are 
fairly accurate. 


1. PERSONNEL 


a. Organization Planning—This pto- 
gram has as its objective the establishment 
of the most effective and economical ot- 
ganizational pattern for the conduct of 
the company’s business. The right number 
of the right type of executives in the 
right number of places is the goal. Ques- 
tions of centralization vs. decentralization 
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are subjected to analysis to determine ef- 
fect on profits. Emphasis is placed on 
eople rather than little boxes on a chart. 
Recommendations on compensation levels 
are also a part of this program. Organiza- 
tion planning seeks to provide the most 
effective organization at the lowest possi- 
ble cost. 

b. Work Measurement & Performance 
Standards—Providing the right number 
of people to handle the workload is the 
objective of this technique. There is no 
overlapping with organizational planning 
as it might seem at first glance. Organiza- 
tional planning is generally concerned 
with executive and middle-management 
staffing patterns; work measurement is 
applied to personnel below these levels. 
To illustrate, organization planning would 
establish the positions of manager, pro- 
duction and inventory control and man- 
ager, purchasing reporting to the vice 
president, manufacturing. Work measure- 
ment would be employed to determine the 
number of personnel required to effec- 
tively staff each of the departments re- 
porting to the two managers. The im- 
portance of installing fair performance 
standards is readily apparent when one 
realizes that clerical employes not under 
performance standards are normally less 
than 50 per cent efficient. 


2. MACHINE UTILIZATION 


Machine utilization analysis is a varia- 
tion of work measurement especially 
adapted to measuring the productivity of 
machines. Many machine accounting and 
EDP installations have more equipment 
than they actually need but supervisors 
are unaware of the fact because of the 
lack of finite measurements on machine 
usage. In addition, poor scheduling prac- 
tices can often contribute to the existence 
of surplus equipment. 

This program is designed to establish 
requirements for the correct type and 
number of machines for the applications 
being handled by each machine unit. 
Normally the installation of a machine 
utilization program will reduce tabulating 
department expenses by a minimum of 
20 per cent. 


3. OFFICE EQUIPMENT 


There is, in most companies, a great 
deal of waste in the procurement, use, 
and disposition of office equipment. It 
is typically handled by personnel which is 
not qualified in the technical evaluation 
of alternative equipment. In any large 
company there are innumerable examples 
of departments requisitioning new office 
€quipment when surplus equipment in 
good condition is sitting idle elsewhere 
in the company, sometimes even on the 
same floor. Surplus equipment and requi- 
sitions for additional equipment must be 

(Continued on page 188) 
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TABLE | 
DEPARTMENT A 


Personnel, Supervisory 
Personnel, Clerical 
Overtime, Clerical 
Reserve for Vacations 
Pension Plan 

Payroll Taxes 

Purchased Services 
Space 

Office Equipment 
Printing, Forms, Office Supplies 
Telephone & Telegraph 
Postage 

Travel Expense 
Conferences and Meetings 
Miscellaneous 


DEPARTMENT B 


Personnel, Supervisory 
Personnel, Clerical 
Overtime, Clerical 
Reserve for Vacations 
Pension Plan 

Payroll Taxes 
Purchased Services 
Machine Rentals 

Space 

Office Equipment 
Printing, Forms, Office Supplies 
Telephone & Telegraph 
Postage 

Travel Expense 
Conferences & Meetings 
Miscellaneous 


$1,600 
3,800 
350 
300 
100 (1 
150 (1) 
100 (2) 
800 (3 
500 (4 
450 
150 
300 
200 
50 
100 








$13,900 





(1) Company’s portion thereof. (2) Temporary clerical help. (3) Includes rent, 
electricity, heat, cleaning, maintenance, etc. (4 
year plus prorated amounts for amortized equipment. 


1 


y 
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TABLE Il 


. Personnel (including overtime, 
temporary help, fringe benefits) 


4. Space 


5. 


. Machine Rentals 
. Office Equipment 


Printing, Forms, Office Supplies 


6. Communications 
7. All other 


2 


5 


MAJOR ELEMENTS OF OFFICE COSTS 


Automated 


35% 
35% 
2% 





100% 


Items expensed during current 


Unautomated 


75% 
0 
7% 
8% 
5% 
2% 
3% 


100% 


Note: 97% of all office costs are found in items 1 through 6. The programs 
for each element are listed in summary form in Table IIA. More detailed 
descriptions of each technique are covered in the text. 


Element 


. Personnel 


. Machine Rentals 


. Office Equipment 


. Space 


. Printing, Forms, Office Supplies 


. Communications 


TABLE IIA 


a. Organization Planning 
b. Work Measurement & Performance 
Standards 


Analysis 


Cost Reduction Technique 


Machine Utilization and Scheduling 


Coordination of Requisitions With Avail- 


ability of Surplus Material, Integrated 
Procurement, Standardization of Equip- 


ment 


Coordinated Allocation of Space, Lay- 
out Design Assistance, Advance Plan- 


ning 


Integrated Procurement, ‘‘Make or Buy”’ 


Studies, Selective Forms Analysis 


Systems 
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Analysis of Alternative Communication 
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coordinated. Standardization in procure- 
ment and negotiation of blanket contracts 
can also cut costs substantially. 


4. SPACE 

Control over space is oftentimes so 
decentralized or segmented that it is al- 
most nonexistent. Inadequate advance 
planning can cause needless moving ex- 
penses when units are forced to move in 
checkerboard fashion to create space for 
a new or expanding department. With 
space rentals running between $8.00 and 
$10.00 a square foot in new prestige of- 
fice buildings, lack of an effective control 
program can be costly. Long-range plans, 
clearly formulated and cognizant of ex- 
pansion problems, enable companies to 
avoid costly mistakes. Space requirements 
can be materially reduced by expert lay- 
out techniques. Even in company-owned 
buildings a program of this type pays off 
in getting maximum utilization of the 
physical facilities and achieving smooth 
workflow patterns. 





FRIDEN COMPUTYPER MODEL CTC 
§ Channel with auxiliary punch and 
acoustical hood. Installed new April 1959. 
Write Box 


D2501, THE CONTROLLER 
Two Park Ave. New York 16, N. Y. 





FOR 


°¢ Tax 

¢ Accounting 

¢ Insurance 

¢ Property Ledger Tie-in 

¢ Remaining Life Estimate 

¢ Capital and Expense 
Distribution Analyses 
Verification of Additions, 
Retirements and Transfers 
Cost Allocations 
Depreciation Studies 
Economic Surveys 
Replacement Reserves 
Proof of Loss 


Send for free brochure 
“THE PURPOSES OF APPRAISALS” 
—Dept. 439 
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5. PRINTING, FORMS, OFFICE SUPPLIES 
This item of office costs is much more 
significant than is generally recognized. 
A $300 million corporation may be spend- 
ing over $3 million a year in this category 
without realizing it. Several relatively 
simple techniques can be employed to 
substantially reduce expenditures in this 
area. Blanket contracts on forms and sta- 
tionery items can be most productive. 

Make-or-buy studies on all types of 
printing can likewise produce worthwhile 
savings. For example, five internal print- 
ing departments in different companies 
were subjected to a comparative cost anal- 
ysis against a plan of procurement from 
outside sources under blanket contract 
agreements. The results showed savings 
of from 35 to 60 per cent by eliminating 
the internal departments and procuring 
the material from outside sources. 

In the forms area, cost reduction ef- 
fort is directed to the high-value and/or 
high-usage forms. Normally 10 per cent 
of the total number of forms will account 
for at least 75 per cent of the total forms 
cost. Concentrated and directed effort 
therefore pays off quickly in lower forms 
cost. 


6. COMMUNICATIONS 


The cost of telephone and telegraph 
communication is another example of a 
concentration of expense which is often 
ignored. In a large, nationwide company 
millions of dollars are spent each year 
on telephone and telegraph charges. Only 
by an integrated analysis of all interlock- 
ing trafic patterns can real progress be 
made in this expense category. The end 
result may be a nationwide private wire 
system or a network of telephone tie lines 
or both in some cases. Again, it is a ques- 
tion of a specialist, with all the facts at 
his disposal, concentrating on a specific 
problem and producing dollar savings 
that were unattainable previously. 

Elemental cost control thus provides a 
disciplined, integrated program designed 
to reduce office costs to the lowest possible 
level without adversely affecting opera- 
tions. Actually there are few companies 
who are not carrying out some of the 
above programs at the present time. What 
is lacking, however, is an aggressive and 
well-coordinated attack on all elements 
simultaneously. A formal ECC program 
provides the proper vehicle for achieving 
the necessary coordination. 

Now to the important questions of (a) 
what kind of results can be achieved, and 
(b) how large a staff is necessary to carry 
out such a program. The answers to these 


are your employees earning their retirement benefits? 
Retirement Plans can pay their way 


v 
he. 


for MORE EMPLOYEE SECURITY 
and MORE COMPANY PROFITS 


WILLIAM J. HOWELL 
1144 Tower Road, Winnetka, Illinois 


questions obviously depend on the size” 
of the organization. Dealing with ques. 
tion (a) first, it is perhaps better to talk] 
in terms of percentage reduction, thereby” 
equating large and small companies, ECC# 
if properly administered, should reduce | 
office costs by at least 15 per cent. Reduc. | 
tions of 20 per cent to 25 per cent are” 
attainable with capable and well-trained 
personnel directing and administering the 
program. 

To translate this into dollars, let’s use 
as our example a large manufacturing 
corporation having an annual sales vol. 
ume of $500 million. Let’s further assume 
that total annual office costs (whether in 
plants, sales offices or home office) 
amount to $40 million. A savings of 15 
per cent in office costs would produce an 
annual contribution to profit before taxes 
of $6 million. A 25 per cent reduction | 
would produce $10 million annually,” 
Savings of this magnitude, particularly” 
in low-profit-margin industries, could 7 
spectacularly improve both the ratio of 7 
profits to sales and return on investment, 7 

Question (b) must also be answered * 
with a qualification depending on size. In? 
a very small company it is possible that 
one man could handle the direction of § 
all ECC programs. His effectiveness would 7 
be hampered, however, by the practical 7 
limitations of one man’s knowledan even © 
when supplemented with training. He] 
could not reasonably be expected to be} 
an expert in all programs. At the other? 
end of the size scale a billion dollar cor § 
poration might require a staff of 15 to 207 
to do a creditable job with ECC. Again, § 
however, let us use the example, as was) 
done in answering question (a), of a% 
$500 million corporation. A suggested 7 
staffing pattern for an ECC group is: | 


Department Manager 
Organizational Planner 

Work Measurement Technicians 
EDP & EAM Analyst 
Communications Coordinator 
Office Equipment Specialist 
Forms & Printing Analyst 
Space Planner 


Bis shot Se aa ee hes ats 


Total 


°o 


The annual budget for a staff such as 7 
this would be approximately $200,000. 7 
There is, however, another alternative to7 
establishing a permanent staff. ECC could 
be installed initially by outside consultants 7 
and then turned over to a one- or two-man> 
internal staff for control purposes. This] 
latter alternative has the advantages of 
lower long-run cost and the assurance of 7 
a professional performance. A further al- 
ternative would be any combination of 
internal staff with outside consultants. | 

Regardless of methods of installation] 
or size of the organization involved, EOC” 
cannot fail to produce substantial results © 
wherever employed. It is not the total 
answer but, until a better solution is forth 
coming, ECC provides a dramatic shot-in-] 
the-arm to sagging profits. i 
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Better Management with the Bendix G-20 Computer 


Is this your company? The engineers pick the very best designs from hun- 
dreds of possibilities ...the controller reacts to financial changes in hours 
instead of weeks... the production manager maintains near-perfect inven- 
tories and schedules...the distribution system is truly optimized...the 
advertising manager is sure he has picked the right media... and the presi- 


mnt takes fast but sound action based on a concise daily operating report. 


Dream-stuff? No sir, these and many other advanced executive decisions 
are possible now with the Bendix G-20 le system... combined with 


Operations research techniques and improved data collection methods. 


Your own engineers and systems analysts, or any of the many competent 
management consultants who know computers can tell you why. They know 
the techniques needed to help make management decisions... The speed, 
low-cost and simplified use of the G-20 now make it practical to apply these 
techniques. Ask them... or write to us. We can prove that using a Bendix 


G-20 can be the best decision you ever made. 


Bendix Computer Division fi 7} 











4 READING FOR THE FINANCIAL EXECUTIVE 


GUIDE TO U. S. GOVERNMENT 
STATISTICS* 


By John L. Andriot 


The Third (revised and enlarged) 
Edition of a reference work which de- 
scribes and indexes, by subject and by 
source, the Federal Government's total 
output of statistical publications. It in- 
ya many one-time publications con- 
taining important statistical data, as well 
as the separate ‘items in statistical series 
and the hundreds of regularly revised and 
recurring individual books and pamphlets. 

The bibliographical information fur- 
nished under each entry comprises (a) the 
frequency of publication, (b) the avail- 
ability (whether by purchase or upon 
request, and if restricted to official use), 
(c) the applicable Superintendent of 
Documents Classification or Depository 
Item Number, and (d) a “keep” or “‘dis- 
card” notation for the use of librarians. 


* Published by Documents Index, Box 453, 
Arlington 10, Virbinia. $15.00 (10% discount 
for cash orders). + 


THE SCIENTIST IN 
AMERICAN INDUSTRY* 


By Simon Marcson 


The author spent about a year of ob- 
servation in a modern industrial research 
laboratory in preparation for this report 
on the organization of such a laboratory, 
the organizational strain to which it is 
subject, and ways of meeting and easing 
that strain. The basic conflict arises, of 
course, between the profit-goal of the 
firm that maintains the laboratory, and 
the aspirations towards fulfillment, pro- 
fessional status, and the like of the labo- 
ratory’s scientist-employes. 

““Characteristically,”” Dr. Marcson writes, 
“the organizational personality of the in- 
dustrial research iil couues is changing 
under continuing pressures. The corpora- 
tion executives are forced to recognize that 
a system of authority which may work 
well in other branches of the enterprise 


must be changed or adapted to the par- 
ticular environment of the laboratory. The 
scientist, for his part, must change his 
conceptions of professional goals if he 
is to adjust to the industrial research lab- 
oratory. The laboratory thus changes the 
scientist, and the scientist changes the lab- 
oratory. The ‘catalytic agent’ in this proc- 
ess of two-way change is the laboratory 
manager.” 

The purpose of this relatively brief but 
pithy study is to examine the dynamics of 
adaptive behavior on the part of scientist 
and businessman, encompassing the points 
of view of both. 


i Published by the Industrial Relations Sec- 
tion, Princeton University, Princeton, N. J. 
$3.00 (paper covers). 


THE UNITED STATES 
BALANCE OF PAYMENTS PosITION* 


This 60-page booklet is the Report of 
the U. S. Chamber of Commerce Commit- 
tee on Economic Policy (1961). It does 
not recommend a solution to the present 
U. S. international-payments deficit, but 
rather outlines its growth and analyzes its 
causes. More importantly, it places the 
various remedies which have been ad- 
vanced in context with one another and 
with the presumed goals of total foreign 
economic and political policy. 


* Published by the Chamber of Commerce of 
the United States, Washington 6, D. C. $1.00 
(special rates for more than one copy). 


LEGAL PROTECTION OF PRIVATE 
PENSION EXPECTATIONS* 


By Edwin W. Patterson 


This book is the first of several which 
are expected to result from the studies of 
the Pension Research Council of the 
Wharton School of Finance and Com- 
merce, University of Pennsylvania. Like 
the others still to come, it involves the 
sponsorship, but not necessarily the en- 
dorsement, of a committee representing 
people from nearly every economic group 
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that has an interest in private Pension 
plans. Although the first book purports to 
be neither a handbook nor an encyclopedia 
of all the laws relating to pension plans 
it is said to represent a great deal of orig. 
inal research on the part of the author 
into that particular aspect of juridical 
practice and precedent. 

Dr. Patterson, Cardozo Professor Emer. 
itus of Jurisprudence, Columbia Uni- 
versity, deals exhaustively with the legal 
measures and procedures which have been 
adopted not only by the United States 
Federal Government, but also by foreign 
and states’ governments, to provide se. 
curity for the pension expectations of in. 
dividuals covered under private, usually 
employer-sponsored pension plans. In. 
deed, he goes further and evaluates the 
effectiveness of existing law and the need 
for additional statutory protection of em. 
ploye benefit expectations. 


* Published by Richard D. Irwin, Inc, 
Homewood, Illinois. $6.75. 


EMPLOYEE DISCIPLINE* 
By Lawrence Stessin 


“Is there an emerging pattern of dis- 
_— standards in industry?” “Do 
arbitrator decisions amount to a ‘common 
law’ of discipline criteria?’ In his Intro- 
duction, the author, Professor of Manage- 
ment at Hofstra College, answers his own 
questions with tentative “‘yes’s.” But, 
within the same paragraph, he is quick to 
point out that those answers are value 
judgments and that in his book they are 
confined to the tag-end of each chapter, 
while the body of the book consists of an 
objective examination of thousands of 
discipline cases which were brought to 
arbitration. 

Professor Stessin cites figures showing 
that fully 30 per cent of all grievances 
which go to atbitention are based on dis- 
ciplinary decisions of management. Not 
for this reason alone, however, he con- 
siders that employe discipline is the real 
drama of labor relations. For what is at 
stake is nothing less than the maintenance 
of management’s authority, on the one 
hand, and the worker’s job and job future 
on the other. 

The arbitration cases here considered 
are grouped under such chapter headings 
as ‘Insubordination,’ ‘Absenteeism,’ 
“Fights and Altercations,’ and “Theft, 
Dishonesty, and Disloyalty,’ among 
others. In the aggregate, they provide 
management and labor with a set of 
guidelines to what both may accept, of 
should accept—or in the past have been 
led to accept, through arbitration—as 
“reasonable” in the area of employe 
discipline. They also constitute, since the 
author writes with both clarity and style, 
a highly readable survey of that area. 


* Published by the Bureau of National Af- 
fairs, Inc., Washington, D. C. $7.85. 
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A tax service tailored to your requirements! 


Use BNA’s TAX MANAGEMENT Portfolios 
for 45 days—without obligation 


BNA’s bi-weekly TAX MANAGE- 
MENT Portfolios provide a corporate 
tax administration service custom-tai- 
lored to your needs—thanks to a 
unique subscription plan that permits 
you to choose the Portfolios that 
cover corporate tax topics of conse- 
quence to you. 

Portfolios contain comprehensive, 
topic-by-topic analyses of corporate 
income tax problems, inculding Tax- 
Pattern Outline, Detailed Analysis, 
Bibliography and References, and a 
complete set of Working Papers. 

The Working Papers—perhaps the 
most valuable feature of the service— 
include graphic descriptions of prob- 
lems; computation worksheets; proto- 
type forms; specimen notices to 
shareholders, employees, customers, 
and suppliers; prototype submission 
documents to Internal Revenue Serv- 
ice (including sample requests for 
rulings); filled-in special tax return 
forms: accounting implementation 
documents (with explanations and 
comments); and similar materials. 


Every Portfolio is kept up to date 
by means of change sheets or 
cover-to-cover revisions, whenever 
necessary. Portfolios are compact, 
convenient, easy to use—fit any stand- 
ard file drawer. 

As part of the service, you also re- 
ceive the bi-weekly TAX MANAGE- 
MENT Memorandum, which offers 
the consensus recommendations on 
current corporate tax problems of an 
Advisory Board of active tax prac- 
titioners, attorneys, and accountants, 

Select any seven of the TAX MAN- 
AGEMENT Portfolios listed below. 
Use them for 45 days, without obli- 
gation. If they do not give you the 
corporate tax help you require, return 
all materials—collect. Otherwise we'll 
bill you at the end of the 45-day ap- 
proval period, at the Custom Service 
rates indicated below. (After your 
subscription is entered, you may re- 
quest as many additional Portfolios 
as you desire at $14.50 per Portfolio 
per subscription year.) 





Penn na —-Use this form to request TAX MANAGEMENT for 45 days*= ===" 

















4 ° r 
| A The Bureau of National Affairs, Inc. 
i BN 1231 24th Street, N.W., Washington 7, D. C. 
| ——— Please send me TAX MANAGEMENT on an intro- 
ductory get-acquainted basis for 45 days, without obli- . O1 
| gation. I have checked below the seven Portfolios I 45 days at the rates indicated. 
| wish to receive immediately, under your Custom Service 
| (Select any seven Portfolios from those listed below) 
| QO Accrual of State, Local © Corporate Liquidation O) Foreign Income—Export 
i and Federal Taxes (24) under Section 337 (18) Sales (5) 
O Accumulated Earnings O Corporate Liquidations D Foreign Operations under 
| Tax (35) under Section 333 (58) Sections 367 and 1491 
| O Bad Debts (19) O Corporate Recapitaliza- (57) 
OD Citizens Working Abroad q = vers O ee Conversions 
for U. S. Employers (13 Corporate Separations (2) (33) 
| O Consolidated el ) C) Corporate Stock QO Licensing and Technical 
Sy Pears and Ritinge 21) Ceateeations and Pe 1) Liquidation of Corporat 
Sas hey : 2 ions and Pay- siquidation of Corporate 
| Pareto ly a os ments of Estimated Tax (1) Subsidiaries (16) 
tations (Part I—Uncon- O) Deferred Compensation C) Moving Expenses (3) 
] solidated Items) (38) Arrangements (20) C) Net Operating Losses (9) 
| 0 Goneolidas d Ret : O Earnings and Profits— O) Net Operating Losses— 
Pre ti e : a Gen Dividends (32) Acquisitions of Loss Cor- 
] tations (Part If Consbli. 2 re te a 0 eT Sard P 
. oe my Nquipment Leasing (12) -artial Liquidation (37) 
[ dated Items) (38A) 0) Hstablishing U. S. Busi- 0 Preparation and Use of 
l 0 Consolidated Returns— ness Operations in Canada Schedule M (31) 
{ Special Taxes and Tax- (45 © Sales and Leasebacks (36) 
payers (43) O Estate Planning for Cor- O) Sickness and Disability 
| 0 Corporate Acquisitions (8) porate Executives (11) Benefits (4) 
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Plan. I understand that I may return all materials, col- 
lect, within 45 days. Otherwise you may bill me after 


(Numbers in parentheses are the serial numbers of the Portfolios.) 


State Taxation—Income 
Taxes (10) 

Stock Options (7) 

Tax Effects of Intercorpo- 
rate Transactions (22) 
Transfers to Controlled 
Corporations (54) 

Travel and Entertainment 
Expenses (26-2nd) 
Western Hemisphere 
Trade Corporation (30) 


SUBSCRIPTION RATES 


Under the Custom Service 
Plan, subscription rates start 
at $144 per year for seven 
Portfolios (plus 26 issues of 
the bi-weekly TAX MANAGE- 
MENT Memorandum) and in- 
crease by $14.50 for each 
Portfolio subscribed for be- 
yond seven. Thus, if you sub- 
scribe for eight Portfolios, the 
subscription rate is $158.50 
per year; or nine Portfolios, 
$173 per year; for ten Port- 
folios, $187.50 per year; and 
so on. All Portfolios are kept 
up to date by means of change 
sheets or complete, cover-to- 
cover revisions during the sub- 
scription year. You may ex- 
change up to seven Portfolios 
for up to seven other Port- 
folios on different tax sub- 
jects, without charge, during 
the subscription year. 
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Ethics for Today’s Business Society 


Excerpts from a speech by Thomas G. Higgins, CPA, part- 
ner of Arthur Young & Company, before the 1961 Southern 
Conference of Controllers Institute of America, Houston. 


ERIODICALLY things happen which star- 

tle us into a new awareness of our busi- 
ness and social responsibilities. 

Such things have been happening re- 
cently. Within the past year or so we have 
been witness to the most amazing proces- 
sion of dramatic incidents all focusing 
attention on morality and business ethics 
in general and conflict of interest in par- 
ticular. All these matters have been given 
widespread publicity, but six of them 
came in for special attention either be- 
cause of the importance of the positions 
held by the individuals concerned or be- 
cause their companies are universally 
known 

The first that comes to mind concerns 
two public officials, one the assistant to the 
President of the United States in the pre- 
vious administration, the other the presi- 
dent of the Borough of Manhattan in 
New York. Both men, highly regarded by 
many and with much to commend them, 
had to give up their positions as a direct 
result of having accepted favors from 
businessmen—in the one case from an 
individual who had business before an 
agency of the U.S. Government, in the 
other from an individual who had busi- 
ness before the Board of Estimate of New 
York City. 

Next are the television scandals with 
the spotlight on a young intellectual who 
received large sums of money for answer- 
ing difficult questions, ostensibly from 
memory, although it subsequently devel- 


CONFLICT OF INTEREST: NO UNIVERSAL SOLUTION, REPORTS CONTROLLERS INSTITUTE COMMITTEE | 


N A REPORT prepared by the newly constituted Committee on 2. 
Conflict of Interest of Controllers Institute of America, the 


oped he had been given the questions in 
advance and came to television well pre- 
pared. 

Following this, there were two highly 
publicized instances of questionable per- 
sonal transactions in which the presidents 
of two large, well-known companies had 
a part. The end result of these transactions 
was that the presidents and their con- 
cerns parted company, this at a time when 
highly competent executives, as these men 
apparently were, are hard to come by. 

The first case involved conflict of in- 
terest. There the president held interests 
in companies which manufactured and 
sold parts to his corporation. 

In the other case there was no conflict 
of interest as such. The particular trans- 
action which was publicized apparently 
gave the president no outright profit, but 
trom it he hoped to derive certain income- 
tax savings. His resignation came about 
because the publicity seemed to portray 
the transaction as unethical and unwise 
and he apparently became convinced of 
the impossibility of providing the stock- 
holders with anything like a reasonable 
perspective in the matter. So far as the 
press reports on both these incidents in- 
dicate, stockholders lost no money because 
of the activities of their presidents and 
no law was broken. 

Finally, the entire business community 
has lately been reading and talking about 
the U.S. Government's antitrust prosecu- 
tion of 29 electrical equipment concerns 


and 45 of their executives on a charge of 
conspiring to fix prices and rig bids. Al] 
defendants pleaded either guilty or nolo 
contendere. Penalties were stiff in these 
cases. The manufacturers and certain of 
their executives were fined a total of al- 
most $2 million; seven of the executives 
were sentenced to 30-day prison terms: 
23 of them were given suspended prison 
terms and put on probation. But the 
troubles of these companies apparently do 
not end with those penalties. We now 
read that the firms may be faced with 
damage suits by customers that could run 
into very substantial sums of money. 

It would be idle, as well as presumptu- 
ous, to pass judgment on any of the indi- 
viduals or companies mentioned or to 
moralize in any way on the situations in- 
volved. The incidents differ considerably 
in importance. But when things of this 
sort happen, there is the general feeling 
that our free enterprise system has taken 
a jolt. 

Furthermore, their impact on_ public 
opinion is also an important consideration. 
For when any corporate official acts in 
such a manner as to be on the defensive, 
there is often such an outcry that either 
he or his corporation feels they have to 
part company. 

There probably never was a time when 
the all-important power of public opinion 
was as much in evidence as it is today. We 
see this in the efforts of corporations to 
achieve and maintain prestige. We see it 
in the governments of all the important 
industrialized nations of the world. This 
emphasis on prestige seems to stem from 
two main causes: (1) The fact that all 
over the world power is passing from 
small groups of people to crowds of peo- 
ple—this is true both for the average 
publicly owned American corporation and 
for the important countries of the Free 
World—and (2) the fact that our age 
has increased communication facilities to 


Management will probably have to accept that, however 
desirable it would be if its policy could be both unwritten and 











Committee recognizes that what constitutes conflict of interest 
is really a legal question, for all that it involves business ethics 
and personal morality as well. The Committee also recognizes a 
danger in the issuance by any industry or professional group of 
a statement of ideal standards. Inevitably the standards set would 
be minimum standards; equally inevitably, they would be in- 
terpreted by many as maximum requirements. 

These aspects of the problem have led the Committee to con- 
clude that no universally applicable solution will be found. 
Acknowledging the problem and then dealing with it will con- 
tinue to be matters for individual decision by management. 
However, the Committee ventures to suggest three guidelines 
which may be followed: 

1. Management must first of all strike a balance between 
proper respect for an employe’s privacy and its own need to 
insure undivided loyalty ; 


nT eae f 


yet generally understood, in today’s climate of opinion such a 
policy could place it in an indefensible position; and _ finally, 

3. Management may as well recognize that efforts to deal 
with conflict of interest will be like efforts to deal with outright 
fraud—that is, deviations may be lessened but they will never 
be altogether avoided. 

More specifically, individual managements may wish to ap- 
proach the problem by— 

1. Determining whether or not to issue a clear—preferably 
written—general statement of policy; 

2. Defining those areas which it considers to contain possible 
conflicts in relation to a particular employe’s position; 

3. Using a questionnaire as probably the most effective means 
oi securing feedback of information; and 

4. Deciding in advance how it is going to deal with such 
conflict of interest as may be disclosed. 


APRIL 1961 





192 





hap 
qui 
imy 


the 
the 
ref 
All 
eel 
and 
of ( 


ins' 
anc 
fec 
ple 
has 
plo 
nor 
are 
ual 
con 
it | 
the 
nes 
tha 
the 


tint 


mai 
sive 
put 
abo 
0c 
me 
It | 
it p 


isa 


con 
lic 

pan 
nan 
flict 
the 
pul 


arge of 
ds. All 
or nolo 
n these 
tain of 
of al- 
Cutives 
terms; 
Prison 
ut the 
ntly do 
€ now 
1 with 


Id tun 


imptu- 
e indi- 
or to 
Ns in- 
lerably 
of this 
‘ecling 
taken 


public 
ration. 
cts in 
Nsive, 
either 
ave to 


when 
pinion 
y. We 
ns to 
see it 
ortant 
_ This 
from 
at all 
from 
 peo- 
erage 
n and 
Free 
r age 
ies to 





wever 
1 and 


ich a 
nally, 

deal 
right 
never 


) ap- 
rably 
sible 
\eans 


such 





the point where anything of moment that 
happens in any place in the world is 
uickly communicated to —— in all 
important areas of the world. 

One of the interesting developments in 
the present century, and particularly in 
the last 25 years, has been what might be 
referred to as a growing sense of vastness. 
All our organized individual acts now 
seem to affect many people in many places, 
and we are all conscious more and more 
of our increasing interdependence. 

Now all this seems to mean that any 
institution, if it is to grow and prosper 
and have the influence it needs to be ef- 
fective, must have the confidence of peo- 
ple. The modern American corporation 
has many “‘publics’’—stockholders, em- 
ployes, customers, the Government, mi- 
nority groups, and so on. These groups 
are made up of a wide variety of individ- 
uals, but they have at least a few traits in 
common. They believe in bigness because 
it has done so much for Americans, but 
they also become suspicious of this big- 
ness if there is the slightest indication 
that ‘their’ company is motivated by what 
they view as unsound policies. They con- 
tinually watch for statements and actions 
which reveal the character and purpose of 
management. They are always apprehen- 
sive that someone in top management will 
put his own greed or personal selfishness 
above what they view as the common 
good. It is not enough that top manage- 
ment does the proper thing at all times. 
It is also very necessary that the image 
it projects to its various publics is one that 
is applauded. 

So where we have what appears to be 
conflict of interest on the part of any pub- 
lic figure in the upper echelons of a com- 
pany, whether the company suffered a fi- 
nancial loss because of the particular con- 
flict is only a part of the problem. What 
the particular situation conveys to the 
public at large is of increasing importance. 


Does it indicate leadership for the pub- 
lic good ? 

Does it indicate a situation where lead- 
ership may be deteriorating into selfish- 
ness? 

It is probably reasonable to assume that 
all publics of a corporation want it to be 
effective and competitive and to make 
profits. But it also seems to be true that 
people get concerned where greed and 
private profits appear to be getting in the 
way of public responsibility. It does a 
corporation no good when day after day 
adverse publicity swirls around it or one 
of its key figures. 

With the spotlight now on business 
ethics and particularly conflict of interest, 
we are apt to see extensive congressional 
investigations of business practices. Search- 
ing questions are already being asked by 
stockholders at annual meetings, and some 
company presidents are discussing the 
matter in their annual reports. So it seems 
very essential that the management of 
every publicly owned company be pre- 
pared to describe its policy and the means 
by which it proposes to make this policy 
effective. 

No two companies are likely to ap- 
proach their ethical problems in the same 
way. Attitudes will vary all the way from 
those who take the position that nothing 
should be done since morality cannot be 
legislated to those who feel that manage- 
ment should have both a detailed policy 
and detailed policing procedures. It should 
be pointed out here that while it is true that 
morality cannot be legislated, it is also 
true that certain principles and guideposts 
need to be stated, with some individual or 
individuals designated to interpret com- 
pany policies. In the area of ethics there 
are always shades of gray where interpre- 
tations present many difficulties. 

There have been many definitions of 
what constitutes conflict of interest. The 
best definition may be that such conflict 








exists where an employe (officer, key em- 
ploye, or someone lower on the corporate 
totem pole) has an outside personal fi- 
nancial interest or any other relationship 
which has the potentiality of being antag- 
onistic to the best interests of his company 
even though it may result in no loss to it. 

Many examples of conflict of interest 
on the part of officers or key employes 
could be given. Three might be men- 
tioned at this point: (a) Any stock in- 
vestment in a concern with which the 
company does business, where an indi- 
vidual influencing business to it might 
stand to gain materially (normally, invest- 
ments in nationally known companies 
would not come under this category un- 
less the investment was substantial), (b) 
the acceptance of gifts or other favors of 
more than token nature that might place 
an individual under obligation to some- 
one with whom the company does busi- 
ness, and (c) using a company position 
or privileged information in any way that 
might result in personal gain. 

A great deal has been written in the 
last few months about the problems of 
conflict of interest and protective meas- 
ures that might be adopted. The National 
Industrial Conference Board conducted a 
survey on the matter and issued a report 
of its findings in November 1960. In 
addition to studying this report, every 
corporate controller would be well ad- 
vised to study other recent articles in- 
cluding one in the January 1961 issue of 
THE CONTROLLER and one in the Febru- 
ary 1961 issue of Dun’s Review. These 
studies should be very helpful to any con- 
troller in deciding what procedures are 
practical in the light of conditions and 
policies as they exist in his own company. 

It should be emphasized that the prob- 
lem of conflict of interest is far from an 
easy one. It has both ethical and legal 
aspects. Each management should con- 
sider the matter carefully and determine 








The Committee sees the key role in dealing with conflict of 
interest as belonging to management. It sees the controller's 
part in terms of his responsibility for assuring the fiscal protec- 
tion of the business through adequate internal control. It con- 
templates no universal action by controllers, nor deems any such 
action desirable. It recommends, however, that Controllers In- 
stitute of America urge all Controls to develop presentations on 
the subject and that the Institute undertake the project of pub- 
lishing a series of case studies in conflict of interest. 

Institute President Frank S. Capon appointed the Committee 
after the board of directors last fall voted unanimously to 
authorize that it be set up. He named as chairman D. E. Browne, 
vice president-finance, Lockheed Aircraft Corporation, and as 
committeemen Ralph C. Mark, comptroller, General Motors 
Corporation ; James P. Moore, Jr., vice president and comp- 
troller, Mutual Benefit Life Insurance Company; Gerald L. 
Phillippe, comptroller, General Electric Company; Ernest W. 
Redeke, comptroller, First National City Bank of New York; 








— tmeeiee ..........;......- Skeet 


and Max S. Simpson, controller, Socony Mobil Oil Company. 

The Committee met in New York on January 16 and has 
subsequently exchanged views by correspondence. To date, be- 
sides preparing its report, it has also— 


1. Made arrangements to be kept informed of possible future 
federal legislation on conflict of interest ; 

2. Started a file of pertinent material, with special emphasis 
on case histories which might furnish helpful guidelines for 
other companies ; and 

3. Made plans to canvass all Institute members for examples 
of policy and procedure statements. 


* * * 


NOTE: The full text of the report of the Committee on Con- 
flict of Interest of Controllers Institute of America can be ob- 
tained by writing the Institute at Two Park Avenue, New York 
16, N. Y., and enclosing $1.00 for each copy requested. 
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its own course in the light of existing cir- 
cumstafices. 

Now as to how a company might go 
about setting its house in order, some 
such broad approach as was suggested 
in the report in the January 1961 issue 
of THE CONTROLLER, would appear ad- 
visable. 

First of all is the need for a written 
policy. This would seem of the utmost 
importance. Every key figure in a com- 
pany is entitled to have some fairly specific 
ideas as to what is proper and what is not 
proper from the viewpoint of manage- 
ment. This policy, possibly approved by 
the board of directors, should be carefully 
reviewed by company’s counsel. It would 
also be well to have the policy reviewed, 
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before adoption, by the concern’s inde- 
pendent certified public accountant. 

Next is the necessity of naming an in- 
dividual or individuals who can answer 
questions as they arise. It obviously would 
avoid confusion if an employe can get the 
reaction of a senior executive before he 
gets involved in what may turn out to be 
an awkward situation. It would appear 
advisable that questions and answers be 
put in writing, not only to build up a 
case file but also to lead to more careful 
consideration than might be given to 
questions raised in casual conversation. 
The evolution of the thinking in such 
questions and answers should be helpful 
in subsequent decisions. Such a systematic 
means of handling ethical problems should 


Today, there’s no reason for any com- 
pany to pass up the speed, savings and 
accurate business controls made possible 
by clerical automation. 

STATISTICAL’s low-cost data- 
processing service makes the advantages 
of automatic techniques available to 
any company—large or small. 

If you do not have tabulating equip- 
ment, STATISTICAL provides the 
methods, manpower and machines to 
process the reports you need on a pay- 
as-used basis. This gives you all the 
benefits of electronic data-processing 
without the expense of installing more 
equipment and hiring extra help. 

For companies with tab departments, 
STATISTICAL can help save time and 
money on overloads and special assign- 
ments, and supply computer service 
to tie in with conventional equipment 
for still greater economies. This computer 
service is also available for initial 
programming, for overloads or for 
continuing work that does not warrant 
your own installation. 





Ask for brochures covering 
these specific services: 
* Computer Service 
* Sales Analysis 
* Inventories 
* Accounts Receivable and Payable 
* General Accounting 
* Production Planning 
* Payroll 
* Insurance Accounting 
* Association Statistics 
* Market Research Tabulations 
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go a long way towards evolving a pattern, 

Next 1s the need of establishing some 
means of keeping officers and key em. 
ployes informed as to company policy, 
This requires a continuing educational 
process; indeed, the experience of every 
profession has been that its code of ethics 
is ineffective if not accompanied by such 
a process. A corporation’s ethical tone 
depends in large measure on the impres- 
sions employes gain from the utterances, 
attitudes, and actions of people at the 
top. Therefore, as a first essential, man- 
agement’s conduct must be unimpeach- 
able. Beyond this, top executives can talk 
to their people from time to time on the 
general problem of business ethics and the 
company’s stand on particular issues. The 
president may write to employes in sen- 
sitive positions, explaining the company’s 
views. Such employes can be required to 
complete questionnaires periodically which 
automatically will bring corporate policy 
forcibly to their attention. Questionnaires 
should be designed to disclose any situa- 
tions that might be doubtful from the 
standpoint of company policy. In addi- 
tion, they should disclose the information 
necessary for SEC purposes. 

Finally, protective procedures should 
be adopted to guard against violation of 
the policies stated. Internal checks and 
controls, well designed and policed, are 
a means both of prevention and detection. 
The types of procedures used are well 
known, but perhaps it will be of interest 
to mention the more important ones and 
comment on some special aspects. 

Competitive bidding should be te- 
quired for major items, wherever prac- 
ticable, but it must be recognized that 


| systematic review of the bid files is an im- 


| portant part of this control procedure. 
| Usually this can be done as of an 


internal audit. In the course of such a re- 
view, unsuccessful bids should be checked 
to see that they are bona fide. 
Higher-echelon approval of purchases 
over certain stated amounts can * a use- 
ful tool. The echelon of the approving 


| executive rises with the amount involved. 
Effectiveness of this procedure depends 


on the extent to which approving execu- 
tives really investigate before they sign. 
Rotation of duties of people in sensi- 
tive positions is sometimes practical. Buy- 
ers, quality inspectors, receiving clerks, 
sales department employes in a position 


| to shade prices, shipping clerks—these 
| are some of the people who might be con- 
| sidered for rotation. 


Studying the pattern of purchases is an 


excellent procedure. In most companies, 





it is not difficult to obtain a list of sup- 
pliers and the total amounts and kinds of 
commodities purchased from them during 
a stated period. The source, obviously, 
should be independent of the purchasing 
department. This information can be 
critically reviewed to determine whether 
large amounts are being bought from 
companies not of recognized standing. 
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The next step is tactful inquiry about such 
companies—through bankers, business ac- 
quaintances, credit reporting companies, 
ot any other available source. This pro- 
cedure is not foolproof because supposedly 
reputable companies can give kickbacks 
and the true identity of the owners of a 
business is not always disclosed to banks 
and credit reporting agencies. 

Areas other than purchasing should not 
be neglected. When conflict of interest is 
mentioned, our thoughts seem to leap to 
the purchasing function because it is a 
dally vulnerable, but other areas of a 
business should receive attention. Controls 
over selling and advertising expenses are 
important. Indeed, controls are important 
in any case where employes contract for 
services to be rendered to the company or 
establish the prices or conditions under 
which the company will furnish products 
or services to others. 

Internal audit is important. First, it is 
a means of determining whether pre- 
sctibed procedures are being followed. 
Second, a good internal audit staff acquires 
an intimate knowledge of the company’s 
personnel and their functions and a broad 
view of operations; thus it is in a good 
position to identify areas in which exist- 
ing policies are not adequate and to make 
recommendations about them. 

Enforcement is essential. The existence 
of controls such as those described, plus 
the necessity of periodically completing 
questionnaires, will deter most employes 
who might otherwise be tempted to trans- 
gress the corporate ethical code. But to 
complete the enforcement picture, it is 
necessary to speak of those cases in which 
employes will unfortunately be found to 
have weakened. The punishment of these 
employes is a serious question—one that 
should receive consideration at the high- 
est corporate level. For the disposition of 
violations that come to light will have an 
important bearing on the success or fail- 
ure of the corporation’s efforts to main- 
tain its ethical stature. There are two 
points that should be emphasized in this 
section on enforcement: (1) The neces- 
sity for balance between the employer's 
tight to take certain steps to ensure the 
individual loyalty of his employes and 
the employe’s inalienable personal right to 
ptivacy and the assumption of his loyalty 
until proven otherwise, and (2) the need 
for legal guidance. 

A question frequently asked is whether 
4 company’s independent certified public 
accountants can be helpful in the matter 
of conflict of interest. Independent audi- 
tors can, and likely will, at suggestions 
about corporate policies and control pro- 
cedures related to conflict of interest based 
on their customary review of internal 
control. In addition, they may, upon re- 
quest, extend their procedures. However, 
the ordinary examination incident to the 
expression of an opinion on financial 
statements is not designed, and cannot be 
telied upon, to disclose conflict of interest 
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which is against company policy, although 
discovery may result. 
Some corporations might find it bene- 
ficial if a special committee were ap- 
pointed to appraise ethical problems and 
to make recommendations to the board of 
directors. Such a committee might be 
made up of, say, an “‘outside’’ director, 
the president or executive vice president, 
the company’s counsel, and its controller. 
Many directors will doubtless want to 
take some special means of re-examining 
their company’s basic ethical tenets. It is 
probably inevitable that a director will ask 
himself : 


Are my company’s day-to-day practices 
both legal and ethical or is the sole cri- 
terion whether the practice is normal in 
the particular industry? 
Is there price-fixing or price-rigging 
going on that may or may not be known 
to the top officials ? 
Are certain employes pressured into 
producing business regardless of the moral 
cost involved ? 
Does my company have favored sup- 
pliers or favored customers? 


These may sound like simple questions 
but the ramifications can be quite consid- 
erable. 
It is reasonable to assume that as a re- 
sult of the recent adverse publicity prac- 
tically all publicly owned companies will 








review their policies and that many of 


these will be made much more specific. 


them will not be resolved overnight. 


vole should the controller 
pressing matter of business ethics? 


Conceivably an investment that was once 
considered proper may now, in the light 
of a newly adopted policy, be considered 
improper. In such a case is it reasonable 
to ask a company official to dispose of an 
investment at, perhaps, a substantial loss? 
Such situations need to be approached 
with sympathetic understanding. Many of 


Now, you might ask: What specific 
lay in this 


It would certainly seem that, if other 
members of management have not already 


his viewpoint. 


taken the initiative, then by all means the 
controller should do so. It is true that he 
cannot go in a direction opposite to that 
taken by management. This, however, 
does not mean that he should not express 


Other members of management may 
not agree with his viewpoint but, whether 
or not they do, they will respect the con- 
troller for the sincerity of his thinking. 
We can probably expect many manage- 


ments to be apathetic to these problems, 


issue in its proper perspective. 


(Continued on next page) 


and in such instances the controller can 
perform a real service by trying to put the 


In most corporations today, the control- 
ler is accorded increasing respect and his 








aS A session on manage- 
ment planning and con- 
trol by Carrier Corporation, 
including, as_ participants: 
Charles V. Fenn, executive 
vice president and assistant to 
the president; Winston B. 
Braxton, director of planning; 
Thomas J. O’Neill, comptrol- 
ler; and Melvin C. Holm, ex- 
ecutive vice president and 
assistant to the chairman. 


eS Also—Allan H. Mogen- 

sen, director, Work 
Simplification Conferences, 
Lake Placid, N. Y. and Sea 
Island, Ga., will speak on 
value analysis; Norman J. 
Brown, vice president and 
comptroller, The Steel. Com- 
pany of Canada, Ltd., on cleri- 
cal cost control; effective plan- 
ning and management of 
research and development op- 
erations by C. O. Tongberg, 
executive vice president, Esso 
Research & Engineering Com- 
pany; and C. E. Erdahl, part- 
ner, Price Waterhouse & Co., 
will speak on operations man- 
agement audit. 
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| Conflict of Interest 
(Continued from page 195) 


influence is constantly growing. He can 
go a long way toward bringing about pol. 
icy decisions which will make clear to key 
officers and employes what is considered 
proper and what improper. 
| It is safe to say that, in almost every 
human endeavor, one might find a con. 
| tinuous struggle between right and wrong, 
and it is reasonable to expect that this will 
| go on to the end of time. But the solution 
| of this struggle lies largely within our- 
| selves. Only through self-mastery can we 
| preserve our way of life. 
| This is an issue of broad implications, 
| Anyone who travels overseas soon be- 
comes aware that, while America is fe- 
| spected for her wealth and technological 
achievements, she is much more respected 
| for the way of life she encourages and 
her concern for human liberty and human 
welfare. What has happened recently is 
bound to encourage some misconception 
that a large segment of America is dedi- 
cated only to material things and has very 
little sense of social responsibility. There 
is a real need for all of us to do every- 
thing we can to alleviate this misconcep- 
tion. 
The real spirit of American business is 
| not represented by those involved in price- 
fixing, conflict of interest, or collusion 
| with racketeers. As we observe American 
| corporate life at its best moments today, 
we can see everywhere about us new evi- 
dence of awakened moral sensibilities. 
The controller, by showing his strength 
| of character in standing up for what he 
considers right, can hasten this develop- 
ment. 


On this adding machine, 
you see mistakes 
before they happen 





Electronic Data-Processing N 
Seminar for Bankers 


The first electronic data-processing sem- 
inar for bankers by bankers will be held 





Notice the little window above the keyboard? No other ten-key 


adding machine in America has it. This “Check Window” allows June 12-15 in Chicago, sponsored by 

the operator to see her mistakes before she makes them. NABAC, the Association for Bank Audit, F 
Other ten-key adding machines are “blind.” The operator can’t tell — ee ie ei cael . 
what figures she has entered until they’re added or printed. And then | ehieuatse otal meatthanen teillsdads seule aii b 
it’s too late. But on the Friden Model ACY adding machine, the basic problems as the logic of electronics, s 
Check Window dials let the operator verify the entry—or correct it— | types of automated systems, principles of i 


feasibility study (including actual case 
study), auditing and programming. Other 

| subjects to be covered during the work- k 
Accuracy, plus speed, versatility and downright ruggedness, make the shop will include management responsi- Q 
Friden ACY your wisest choice in adding machines. Call your local | bility and “blue sky” research and devel- i 
Friden Man or write: Friden, Inc., San Leandro, California. opment activities in the banking field. 


| 

| before it’s added or printed. The result? Significantly fewer mistakes, 
| far less time wasted in error correction. 
| 

| 






, ; g | One of the highlights of the seminar : 

THIS IS PRACTIMATION: automation so hand-in-hand with prac- | will be afternoon laboratory sessions 
ticality there can be no other word for it. © 1961 rmiven, inc. | where, through the use of various manu- c 

| facturers’ hardware, MICR encoding, 
f “ | print testing and sorting will be practiced. 1 

ples | } | Registrants will have the opportunity of 

Yama s qT] e | operating this equipment. 
ee | Further information may be had from 


NABAC, 38 So. Dearborn Street, Chi- 
cago 3, Ill. 


SALES, SERVICE AND INSTRUCTION 
THROUGHOUT THE U.S. AND WORLD 
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NOW! A LOW-COST WAY TO AUTOMATE INVENTORY CONTROL 





KEYSORT’ DATA PROCESSING 


Fast, accurate inventory control is at your fingertips 
with low-cost Keysort Data Processing. 

Keysort Data Processing is being used by hundreds of 
businesses for up-to-the-minute reports on inventory, 
order and sales analysis, job and labor costing, manage- 
ment control and other vital data. 


Fits any size plant 
Keysort has many advantages. No restrictive proce- 
dures; minimum training, remarkable economy, simplic- 
ity of installation and operation. In fact, Keysort is the 
only automated data processing system flexible enough 
to fit your business as it stands and as it grows. And at a 
cost well within your company’s budget. 


Cuts clerical work 
With Keysort you use easy-to-handle punched cards— 


mechanically created for rapid sorting and classifica- 
tion. Figures are automatically tabulated, results sum- 
marized direct to reports, giving you the meaningful 
on-time information you need for complete control of 
your business and profits. 


Ask us: for case histories 


Your nearby Royal McBee Data Processing Systems 
Representative has had a wealth of experience in solv- 
ing management control problems. Working with you, 
with your systems and procedure experts, he can offer 
helpful advice about a low-cost Keysort system tailored 
to your individual requirements. Call him, or write us 
at Port Chester, N. Y.—indicating the applications in 
which you are interested—and we will be happy to 
supply you with actual case histories from our files. 


ROYAL MCBEE corporation 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 
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Inflation at Home and 
Competition Abroad 
(Continued from page 180) 


orts in 1965 may well reach 900,000 
‘ona’ a day. 

“Their exploratory program is large 
and far-flung, with core-drilling and geo- 
physical efforts far exceeding ours. The 
powers-that-be in Moscow have learned 
that many wildcat wells must be drilled 
to find crude oil and natural gas in ex- 
panding quantities, and that most of the 
wells will be failures. The spectre of 
Siberia no longer haunts the explorer who 
has drilled a dry hole—at least not to the 
extent it did under Stalin. 


“The Soviets concentrate their develop- 
ment drilling on their better discoveries, 
which is good planning. They are conser- 
vation-minded and, like us, are gearing 
their practices, including research, to re- 
covering the maximum percentage of the 
oil and gas in place. Their refineries are 
not so modern as ours, but adequate to 
meet the rather low product specifications. 
However, they are improving quality of 
products and probably know most of the 
tricks necessary to achieving further im- 
provement.” 

The speaker noted that extravagance is 
striking, with excess manpower and too 
much idle equipment, but this is balanced 
by the fact that the Soviets do not buy 





LH LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Chicago, Illinois 


A group of top financial managers from 
Israel recently studied American business 
and management practices during the 
course of a tour, which included visits 
with banking and commercial executives 
in New York, Chicago and Washington. 


(TOP LEFT) 

A highlight of the Chicago visit was a 
panel discussion in which several members 
of the Chicago Control of Controllers 
Institute participated. Left to right are 
James F. Oates, assistant controller, Con- 
tainer Corporation of America; Ivan L, 
Beaman, comptroller, Wilson & Company, 
Inc.; Marion English, assistant comptrol- 
ler, First National Bank of Chicago; 
Howard Wagner, controller, Jewel Tea 
Company, Inc.; Herbert Walton, vice 
president, Allstate Insurance Company and 
Midwestern Area vice president of Con- 
trollers Institute; and Alfred J. Hoefer, 
vice president, Libby, McNeill & Libby 
and president of the Chicago Control. 


(LOWER LEFT) 


Control President Hoefer (right) and 
Dr. Daniel Haft (/eft), team leader and 
partner of Haft & Haft, Ben-Yehuda, 
Jerusalem, participating in the presenta- 
tion of a Certificate of Cooperation by 
Byron O. Stearns (second from the left), 
representative of the International Co- 
operation Administration of the U. S. 
State Department, to Morris Braun, mid- 
west president, American-Israel Chamber 
of Commerce and Industry, Inc. 


leases and pay rentals, as their Free World 
competitors must do. On the other hand, 
Soviet finding, development, and produc- 
ing costs undoubtedly exceed those of the 
Middle East. But costs are not the con- 
trolling factor in Soviet transactions. 


HARD-MONEY GAINS AND 
POLITICAL “PROFITS” 


“When the Soviets meet competition of 
undersell competitors in the present de- 
pressed Free World markets,” Mr. Cram 
declared, “they accept a profit that is 
miniscule by western standards. In the 
U.S.S.R., profits can be computed in vati- 
ous ways. Crude oil and products are 
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sources of hard money to them to be used 
to grind many an axe. They can be traded 
for much-needed foreign exchange. The 
Soviets can forego profits measured in 
money or things by trading crude oil or 
roducts for political profits. Some of 
their trades have been politically inspired. 
That is inevitable when the chief execu- 
tive of the nation is at the same time chief 
executive officer of all business. He can 
daim a profit if gains in certain segments 
exceed losses in the rest. He can add his 
own estimate of the political profits made 
so that there never is an over-all loss.” 

Education, training and individual am- 
bition to exceed the rest are part of the 
Soviet formula for industrial supremacy, 
the speaker added. ‘The Soviet citizen is 
dedicated to the system of a planned econ- 
omy,” he said. ‘He is dedicated to the 
proposition that he must produce more 
and more; it is unthinkable to produce 
less. He is dedicated to education; more 
and more scientists and engineers are be- 
ing trained, and more and more of these 
well-educated people are being promoted 
into management. He is no less dedicated 
to the education of everyone else, it seems. 
There are trade schools where they are 
taught to be competent mechanics, repair- 
men, and the like. Apparently the goal is 
an educated nation with every man and 
woman trained to the limit of their capa- 
bilities. 

“Believe it or not, the Soviet is dedi- 
cated to competition—not among indus- 
tries to capture customers, but among 
themselves to please Moscow. Do a better 
job than the other fellow and you'll be 
tewarded—perhaps with a medal or a 
bonus or raise in pay, or even a promo- 
tion. So individually and collectively they 
do have a drive. 

“One of our national pastimes is un- 
derrating foreigners. To underrate this 
particular foreigner is to invite disaster.” 

The Institute members were welcomed 
to Houston by C. Milton Allen, president 
of the host Control, and controller and 


assistant secretary, Trunkline Gas Com- 
pany, following an invocation by J. Ralph 
Mulvey, past president of the local group. 
Steve Bomar, vice president, Southern 
Area, who is senior vice president and treas- 
urer, Trust Company of Georgia, presided 
at the first day’s luncheon. Frank S. Capon, 
president of the Institute, was chairman 
at the second; he is vice president, Du 
Pont of Canada Limited, Montreal. 

Others who served as session chairmen 
included the following: Don E. Burkitt, 
assistant controller, Kewanee Oil Com- 
pany, Tulsa, president of the Oklahoma 
Control; W. H. Harrison, Jr., controller, 
Texas Electric Service Company, Fort 
Worth, president of the Dallas Control; 
Leland K. MacFarland, secretary and treas- 
urer, Kingwood Oil Company, Oklahoma 
City, director, Region VIII; Arthur C. 
Rhyne, secretary-treasurer, General Gas 
Corporation, Baton Rouge, president of 
the New Orleans Control, and John C. 
Shea, vice president, Whitney National 
Bank of New Orleans, also a director, 
Region VIII. 


THE MEN BEHIND THE CONFERENCE 


In the picture below, taken at the 
luncheon meeting are members of the 
Conference Executive Committee: Left to 
right seated—Elden P. Priebe, Tennessee 
Gas Transmission Company, chairman 
Publicity Committee; A. F. Hagen, Shell 
Pipe Line Corporation, chairman, Inter- 
Control Attendance Committee; W. Duke 
Walser, Tennessee Gas Transmission 
Company, general chairman; Oral L. 
Luper, Humble Oil & Refining Company, 
chairman, Program Committee; C. Mil- 
ton Allen, Trunkline Gas Company, 
chairman, Registration Committee and 
president, Houston Control. 

Left to right standing—J. F. Flack, 
American General Insurance Company, 
member Finance Committee; Malcolm J. 
Bell, Daniel Orifice Fitting Co., member 
Arrangements Committee; Claude C. 
Harris, Jr., Union Texas Natural Gas 
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Corporation, chairman, Reception Com- 
mittee; Russell A. Peterson, Union Texas 
Natural Gas Corporation, chairman, 
Ladies Hospitality Committee; G. Byron 
Smith, the Fish Engineering Corporation, 
member Housing Committee; R. H. 
Hughes, U.S. Oil of Louisiana, Inc., 
chairman, Speakers Hospitality Commit- 
tee; and Benjamin R. Makela, associate sec- 
retary of Controllers Institute, New York. 


Michigan State To Hold 
Financial Management Seminar 

The second Financial Management Sem- 
inar will be presented by the Graduate 
School of Business Administration of the 
Michigan State University, East Lansing, 
Michigan, May 14-19. 

It will be patterned after the highly 
successful Seminar offered last year. The 
staff of the Graduate School of Business 
Administration will be supplemented by 
executives from industry and banking. 

Additional information about the Sem- 
inar may be obtained from Professor B. C. 
Lemke. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers, N. Y. 


FINANCIAL 
VICE PRESIDENT 


This is a challenging opportu- 
nity for an experienced corpo- 
rate financial executive to join 
the top management of our com- 
pany, a large and well-known 
United States manufacturer with 
extensive overseas Operations 
and annual sales approaching 
one billion dollars. 

We are seeking a man who has 
successfully formulated short 
and long range financial policy, 
appraised possible acquisitions 
and handled profit analyses and 
forecasts. He should be qualified 
to assume complete responsibil- 
ity over all of our financial and 
accounting functions. 
Compensation for this policy- 
making position includes a base 
salary of approximately $50,000, 
liberal bonus, stock option as 
well as insurance and retirement 
benefits. 

If you wish to explore this op- 
portunity, we would welcome 
your reply. It will be treated in 
absolute confidence. 

















Box #D2498 
The Controller 
Two Park Avenue 
New York 16, N. Y. 
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The Role of Finance in Selling 


(Continued from page 183) 


advertising budgets, capital expenditure 
budgets, new product development proj- 
ects, product improvement projects, cash 
flow projections, profit and loss projec- 
tions, and financial position projections. 
Putting these forecasts and projections to- 
gether in a neat package, devising a method 
of accounting that will permit day-by-day 
or month-by-month comparison of the 
accomplishments of each department with 
what should have been accomplished ac- 
cording to the plan, identifying the causes 
of these differences, and then seeing that 
something is done about it is what makes 
up the complete profit plan. 

An important phase of profit planning 
is the budgetary control program. In de- 
signing this program, we at Frick fol- 
lowed certain principles: 

One was the creation of enthusiasm 
for the program by personal meetings 
with department managers and foremen 





SPACE PLANNERS 
INTERIOR DESIGNERS 


Expert Space 
Planning Means a 
Efficient and Ss 
Economical 'e INC. 
Office Operation 

ee 53 Park PI., New York 7, N. Y., WOrth 2-6080—— 














The scope of 
LLOYD-THOMAS «<< 
APPRAISAL SERVICE 
*Property, cost and 
general accounting 
Appraisals for property ledger 


records . . . depreciation and ob- 
solescence studies . . . fixed asset 
accounts . . . intangible property 


valuations, good-will, trademarks, 
patents . . . continuous and up-to- 
date property records. 

In addition, Lloyd-Thomas ap- 
praisals meet all valuation needs 
for insurance, corporation finance, 
property records. 

For complete information, write 


Dept. CON. 


THE LLOYD ‘THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, IIl. 


Representatives Coast to Coast 
First for Factual Appraisals Since 1910 
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explaining the purpose of budgets and 
what they can accomplish. 

Another was giving to foremen and 
supervisors the responsibility for initially 
drawing up their own budgets, because 
we believe that the man who does the job 
should have a fair say in deciding what 
he needs. We do not think that a good 
budget can be put together only in the 
workshop of the budget director. 

Third, we attempted to build a realistic 
budget, one that was not too tight nor too 
loose. A plan is something to work against. 
A tight budget soon fails in its purpose 
because it is impossible to live within it, 
and a loose budget is soon so far bettered 
that it provides no incentive. 

The fourth principle is to develop 
throughout the entire management team 
the determination to do the job within 
the budget provided. The manager of each 
function of the business must accomplish 
his job within the budget because it is 
only when each of 150 managers beats 
the budget that the savings are multiplied 
manyfold. 

The fifth principle is coordination. We 
have brought into the budget the best 
thinking and planning of everyone: The 
foreman, the cost center head, the super- 
visor, the section head, the department 
head, the budget director, the bade com- 
mittee, the executive vice president. Each 
of them has spent long hours working up 
the budgets, reviewing them, and analyz- 
ing them. 

The sixth principle is good communica- 
tion. The Budget Department must be 
able to furnish to each supervisor all the 
information and data he needs to accom- 
plish the job within the budget. We think 
a supervisor should be able to find out 
within minutes what he needs to know 
concerning his performance. And our sys- 
tem is designed to do that. 


The Budget Performance Report. As part 
of this system of communication, every 
month each sales region and other cost 
centers receive an expense-budget per- 
formance report. This report lists the ex- 
penses incurred by the supervisor of that 
cost center; showing the figures for the 
month and for the year-to-date, the budget 
for the year-to-date, and the savings or 
losses. Under our plan of accounting, no 
expenses are charged to a cost center ex- 
cept those the supervisor himself author- 
ized. No one can have his expenses charged 
to someone else’s cost center. The man 
who signs a purchase requisition for ma- 
terials or supplies, the man who signs a 
personnel requisition for an additional 
employe, the man who calls long distance, 
the man who travels is the man who cre- 
ated the expense and his cost center will 
be charged with that expense. Conse- 


quently, the cost center head can be cer. 
tain that the expenses charged to his de. 
partment are controllable by him and that 
by good supervision he can have his per- 
formance report show that he is accom. 
plishing the job within his budget. 

An important part of the Frick profit. 
planning program is a standard cost ac. 
counting system. Frick has employed a 
firm of specialists to design and instal] 
this system. The name ‘“‘standard cost ac. 
counting system’’ is a misnomer, It js 
more an engineering, production-plan- 
ning, scheduling, and industrial-engineer. 
ing program than it is an accounting 
system. 

The heart of the standard cost system is 
in two basic forms. One is the bill of 
materials which shows the name and par- 
ticulars of each part or material needed 
to make the item. The other is the route 
sheet which lists the machines and opera. 
tions required to manufacture or assemble 
the item. Other paperwork is required, 
but these are the basic forms. 

The way the standard cost system works 
is as follows: The Engineering Depatt- 
ment designs the job and determines the 
materials that are required. This becomes 
the standard bill of material. The Pur- 
chasing Department determines the best 
price at which the material can be pur- 
chased, and this becomes the feed = 
cost of the material. The Industrial Engi- 
neering Department determines the ma- 
chines and the man-hours of work te- 
quired to manufacture the part and the 
hourly rate the job should be paid, and 
this becomes the standard cost of the 
labor. Then day by day, as we purchase 
materials and manufacture parts, we meas- 
ure the actual cost of that day’s perform- 
ance against the standard cost. Thus, the 
day that someone in the shop “‘goofs’— 
if he uses the wrong machine, or wrong 
material, or wrong man (one who has a 
higher rate of pay or less skill than the 
job requires)—the accounting system 
will report a variance, a bad performance, 
for that man and for that department, and 





TREASURER 
PROCESS INDUSTRY 


Well known medium size Wisconsin 
manufacturer in process industry (the 
Grain Field) is seeking an experience 
Treasurer. Will direct the financial and 
control functions of the company, finan- 
cial planning being an integral part. 
Must have successful experience as Treas- 
urer in a process industry i.e., ethical 
pharmaceutical, distillery, grain, milling, 
feed or comparable chemical industry. 
Familiarity with tax matters and the 
holder of a C.P.A. certificate given pref- 
erence. Age 35-45. Inviting salary and 
bonus arrangement. Unusual opportunity 
working with management with expan- 
sion and diversification plans. Replies 
are respected and held in confidence. 


Box D2496, THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
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the very next day the shop superintendent 
or foreman can do something about it. 
This is the control provided by a standard 


cost system. 


The Standard Cost Principle. When we 
develop standard costs for all the items 
we manufacture, we will have the controls 
to assure ourselves of low factory costs. 
But standard costs do more than that. 
They assure us that actual costs will be 
in line with the estimates made when we 
bid the job. These estimates can be engi- 
neered and then used as standard costs 
when the job is put into production. This 
means we don’t have to add extras in our 
bids to provide for inefficiencies ; it means 
that we can bid closer because we know 
what we are doing. 





The standard cost system has further | 


advantages. All standard components, sub- 
assemblies, and assemblies have bills of 
materials and route sheets already pre- 
ared, When a special job is received it 
undoubtedly will have some standard com- 
ponents and assemblies included in its 
makeup. Engineering and Manufacturing 
Planning will spend no time on this phase 
of the work. All that is necessary is to 
press a button and a duplicating machine 
will spew forth the néeded bills of mate- 
rials and the routing instructions. 

Engineering and wares Plan- 
ning can devote their entire 


efforts to | 


making the drawings, bills of materials,and | 
route sheets for the special parts of the | 


order. This will mean a reduction of lead 
time between the time the order is signed 
and the time the completed product is 
delivered to the site. It also means a reduc- 
tion in cost because all standard informa- 
tion will be automatically produced, includ- 
ing shop operating instructions, material 


requisitions, labor time tickets and other | 


necessary paperwork. 

The standard cost system has further 
advantages in that these bills of materials 
and route sheets can be developed at 
times when no customer’s order is on 
hand for the particular item. This will 
permit studies to be made to ascertain 
whether interchangeable parts can be used, 
whether standard components might be 
used, or whether certain subassemblies are 
used frequently enough so that they should 
be carried as stock items. 


In brief, the standard cost principle is | 
the concept of planned performance ver- | 


sus the ‘do the best you can!’ ‘technique. 
It is the knowledge of what is happening 
versus the “hit and run” approach. A 


good standard cost system is the result of | 


good management, sales, engineering, 
manufacturing, and accounting thinking. 

The integration of this standard cost 
complex with responsibility-type account- 
ing, with budgetary control, and with 
Prompt reporting and follow-up makes a 


system of profit-planning which leads to | 


an increased rate of growth and earnings 
for a firm. 
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IT DOES ANYTHING ANY OTHER 
COPIER CAN DO AND MORE: IT 
SAVES YOU MORE MONEY & TIME 


HOW ROYFAX SAVES YOU MONEY: 


you get up to $100.00 on your old copier when you 
get a new Royal McBee Royfax' That’s not all. The Royfax, 
with new Royfax Photocopy Paper, saves you money as you 
use it by making solution last twice as long. That’s a fact. 
Result: expenses slashed... and a copy job so crisp and 
clear you almost have to wonder whether it’s the original. 


oo HOW ROYFAX SAVES YOU TIME: 


Royfax is the fastest of all photo copiers designed 
to copy everything—print, pencil, ink, ballpoint pen, colors, 
illustrations, even shirt-cuff and napkin notes. Your local 
Royal McBee representative is waiting to give you a demon- 
stration. It'll only take twenty minutes. Call him soon. 




















©1961 ROYAL 

ST 
$ 461C 

- Royfax, Royal McBee Corporation, Port Chester, New York i 
{ Please send me your free booklet: “‘How To Stretch Your Office Dollar.”’ | 
: NAME ey TITLE } 
: COMPANY ; 
J ADDRESS 4 
CITY ZONE STATE ; 
eee ss | hd | 


201 








oteA 


John Q. Publick Is Sitting on His Nest Egg 


American consumers are trimming their 
spending plans, according to a Wail Street 
Journal survey of more than 200 con- 
sumers in 15 major cities around the 
United States. 

Of the persons interviewed in this rep- 
resentative sample, 38 per cent intend to 
spend less in the first six months of 1961 
than they did in the like period a year 
earlier. Around 48 per cent expect to 
spend at the rate of a year ago, while 14 
per cent plan to spend more in the first 
half of 1961 than they did in the similar 
1960 period. 

Consumer spending began edging down- 
ward late in 1960. One reason given for 
the cut in spending is that, as a group, 
they are faced with declining incomes. 
Personal income received by Americans in 
January of this year was at a seasonally 
adjusted annual rate of $406.3 billion, 
down $600 million from the previous 
month, according to the Commerce De- 
partment. This marked the third straight 
month-to-month decline and the January 
figure was the lowest since June 1960. 

Other reasons given for not spending 
were: 

“There are no major products we need 
right now”’; ‘‘spent so heavily in the past 
two or three years we're loaded up with 
debt’; “not going to buy unless appli- 
ances come down in price and my present 
obligations are paid off’; and “prices 
keep going up, but our wages stay the 
same. 

The other side of the nonspending 
coin shows: 


1. The familiar savings bond is stag- 
ing a timely return. The Treasury is tak- 
ing in more money from the sale of bonds 
than it is paying out in redemptions. Sav- 
ings bond sales of $456 million in Jan- 
uary 1961 topped redemptions by $15 
million, the biggest net income figure in 
nearly five years and the first for any 
month in two and a half years. 

2. For more than a year, consumers 
have been paying off a record accumula- 
tion of debt acquired from installment 
buying at the highest rate in history—$13 
or slightly more of each $100 of take- 
home pay after taxes. New installment 


credit declined five per cent and auto- 
mobile-installment credit was off 10 per 
cent while the volume of personal loans 
by banks, finance companies and other 
financial institutions (including credit 
unions) continued to expand sharply ac- 
cording to third-quarter reports in 1960. 
Personal loan credit extensions were 
nearly double the level of 1950. 

3. Consumer incomes have remained 
close to a record-breaking level despite the 
recession but consumers have been saving 
a larger part of their receipts and have 
been spending a smaller proportion. They 
saved 6.8 per cent of their after-tax in- 
comes in the first quarter of 1960 and 7.1 
per cent in the second quarter. The rate 
jumped to 8.2 per cent in the third 
quarter, the latest period for which official 
figures are available. Consumers added $7 
billion to their time and savings deposits 
in 1960 and stashed away an additional 
$7.5 billion in savings and loan shares. 
Figures from the July-September 1960 
period showed consumers were saving 
$8.20 of every $100 of take-home pay 
after taxes compared with $6.90 for the 
full year 1959. 

4. Provision for the future showed 
that the purchase of ordinary life in- 
surance rose to a record $52 billion in 
1960. One of the factors in the bulk of 
last year’s purchases was the large volume 
of salary savings insurance via policies 
written on individuals through office and 
shop groups with premiums deducted: by 
employers from paychecks. 


More Blessed to Give . . . 


American philanthropy reached a 
new high in 1960 of more than $8 bil- 
lion. Religious giving appeared to have 
increased about six per cent over 1959 
with health, welfare and recreational 
donations showing a modest increase. 
Giving to higher education was ex- 
pected to show the greatest percentage 
increase and corporate giving might 
show a slight increase when year-end 
totals are completed by the American 
Association of Fund-Raising Counsel, 
Inc. Year-end totals in 1959 were $7.8 
billion and $7.1 billion in 1958. 











The Fruits of Research 


Neil H. Jacoby, former member of 
President Eisenhower's council of eo. 
nomics advisers and now dean of the 
graduate school of business administra. 
tion at Los Angeles, insists that durable 
goods production is no longer the statis. 
tical bellwether it used to be. “There's 
been a shift of emphasis in the economy 
to research and development and sery- 
ices,” he says. ‘“Look at national income. 
It's at an all-time high. Durable goods 
are down but this money is coming in 
from services and research and develop. 
ment where scientists and engineers are 
employed figuring new ways to increase 
productivity.” 


Indirect Medical Care Cited 


An interesting sidelight on the current 
medical-care-for-the-aged discussion is to 
be found in some figures from a survey 
on personal deductions on income tax re- 
turns made by C. Harry Kahn of Rutgers 
University and members of the research 
staff of the National Bureau of Economic 
Research. 

Professor Kahn cites that it is estimated 
that in 1956 persons in the over-65 age 
group deducted $133 million for medical 
expenses. This represented expenditures 
of $542 million for 1.2 million persons 
in this age group. 

Thus, for a limited group of aged per- 
sons—out of a total of 14.5 million over 
65—about one fourth of medical expenses 
was offset by means of income tax deduc- 
tions, ‘‘a much overlooked form of med- 
ical insurance” in Professor Kahn’s opin- 
ion. 


The “He’s Not In’ Answer 
Bites the Dust . . . 


Some 50 business and professional men 
in lower Manhattan are carrying tiny 
transistorized receivers in their pockets so 
their staffs can contact them when they 
are out of the office. The device, manv- 
factured by Bell Telephone & Telegraph 
Co., is being given a six-month trial 
among men whose work requires them to 
travel about lower Manhattan. The proj- 
ect is being handled through the New 
York Telephone Co., an AT&T subsidiary. 

The apparatus, called the Bellboy Per- 
sonal Signalling Service, works this way: 

If there is a message for a carrier of the 
Bellboy when he is out of the office, his 
secretary dials his Bellboy receiver num- 
ber. When she hears a signal acknowl- 
edging her call, she hangs up. Radio 
signals go out from three New York Tele- 
phone Co. locations, causing the carrier's 
Bellboy to emit an audible tone. The 
carrier then contacts his office from the 
nearest telephone. 
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DIEBOLD POWER SHELF FILES 
REDUCE FILING SPACE 






REQUIREMENTS 507! 


YOU SAVE space, time and money with DIEBOLD 


POWER SHELF FILES! 





DIEBOLD 


(HCORPORATEDO 
CANTON 2, OHIO 


| 
IN CANADA: DIEBOLD OF CANADA, LTD., TORONTO L 


Today’s high costs per square foot of office 
Space dramatize the need for making most 
productive use of floor space you have. That’s 
exactly what you can do with Diebold Power 
Shelf Filing. With a Diebold Power Shelf File, 
you can file the contents of seven 4-drawer files 
in 50% less floor space ... 
boost filing efficiency at the same time, thanks 
to push-button operation! 


Each shelf in the Power 
Shelf File has push- 
button control; a touch 
of the button brings 
required records to 
reference level swiftly, 
silently, electrically! 








No bottom shelf to 
stoop for . . . no top 
shelf to stretch and 
strain for! Every shelf 
is brought to ideal 
working height! 


Diebold, Incorporated, Canton 2, Ohio 
Gentlemen: Please send me your illustrated catalog on Diebold 


a 
| 
| 
| 

Power Shelf Filing, without obligation. 
| 
| 
I 
| 
| 


can significantly 


You use the vertical 
dimension of your office 
space with Diebold 
Power Shelf File . . . 
you use all the space 
you’re paying for and 
use it more efficiently! 
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NEW CONNECTIONS .. . 


The appointment of Joseph H. Detweiler 
as vice president-finance of Hamilton 
Manufacturing Company, Two Rivers, 


Wis., was announced recently. . . . R. G. 
Leugers has become controller of Cletrac 
Corporation, New York. . . . Robert C. 


Sherburne has joined Royal Industries, 
Inc., Los Angeles, Calif., as vice president 
and secretary-treasurer. . . . T. Corwin 
Steele has joined the Buffalo Insurance 
Company, Buffalo, N. Y. as administrative 
assistant to the fiscal vice president and 





MR. DETWEILER 


secretary. . . . Francis X. Leary is now 
treasurer of the Los Angeles Angels, Los 
Angeles, Calif... . Ray R. Serenbetz 
recently became director of finance-Eu- 
rope, International Telephone and Tele- 
gtaph Corporation, New York. 


COMPANY CHANGES .. . 


Charles G. Groeschell has been named 
director of personnel and services in 
charge of the data-processing department 
of the Northwestern Mutual Life Insur- 
ance Co., Milwaukee, Wis. Harvey D. 
Wilmeth succeeds Mr. Groeschell as comp- 
troller. Combustion Engineering, 
Inc., New York, has elected Lambert J. 
Gross vice president-finance and Mitchell 
Kiamie controller... . Bell & Howell 
Company, Chicago, IIl., announced the 
following elections: John P. Buchan, vice 
president and treasurer; John N. Latter, 
vice president in charge of planning and 
control; and Walter P. Weber, controller. 
PROMOTIONS .. . 

A. J. Ammon recently became vice pres- 


ident and treasurer of American Book- 
Stratford Press, Inc., New York... . 








MR. STEELE 


George F. Barber is now treasurer of 
Crucible Steel Company, Pittsburgh, Pa. 
. . . The election of Frank De Fazio as 
secretary-treasurer of the American Ster- 
ilizer Co., Erie, Pa., was announced re- 
cently. Richard B. Yeager succeeds him 
as controller... . Revere Copper & 
Brass, Inc., New York, has elected J. C. 
Emison, Jr. its treasurer. 

Willard D. Holt has become vice presi- 
dent-insurance operations, Provident Mu- 
tual Life Insurance Company of Philadel- 
phia, Pa. . . . Henry Ishizuka was named 
vice president-finance of Maremont Auto- 


MR. BUCHAN 


motive Products Inc., Chicago, Ill... . 
The election of Richard B. Keck as comp- 
troller of the First National Bank of 
Chicago (Ill.) was announced recently. 
. . . John R. Kiessling is financial vice 
president of the Frick Co., Waynesboro, 
Pa... . Clayton Mark & Company, 
Evanston, IIl., has named Walter N. Mat- 
thias its treasurer and controller. 

J. Edwin Matz was elected vice presi- 
dent, actuarial and accounting, of his 
company, John Hancock Mutual Life In- 
surance Co., Boston, Mass. ... Archi- 
bald E. McKay is now controller of Com- 
mercial Credit Company, Baltimore, Md. 
. . » Ralph L. Meyer has assumed the re- 
sponsibilities of treasurer of Iowa Power 
and Light Co., Des Moines, Iowa. 

George Monteith was promoted to vice 
president and general manager of Traders 
Leasing Limited, Toronto, Ontario, Can- 
ada... . The election of Moncure P. 
Patteson as senior vice president of State- 
Planters Bank of Commerce and Trusts, 
Richmond, Va., was announced recently. 
. . . Buffalo Forge Co., Buffalo, N. Y., 
has named Milford E. Riner its vice presi- 
dent-finance. 
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ADDITIONAL DUTIES .. . 


Martin S. Coleman has become exeg). 
tive vice president and treasurer of the 
Mosler Safe Company, New York. , . 
Frank G. Drummond was recently elected 
treasurer and controller of Brown, Harris 
Stevens, Inc., New York. . . . The ap 
pointment of Robert L. Flynne as vice 
president-finance and _ secretary-treasure 
of Smith Industries International Inc, 
Compton, Calif., was announced recently, 

Edward M. Karrmann has been named 
senior vice president, treasurer and cop. 
troller of the American United Life Ip. 
surance Co., Indianapolis, Ind. Mr. Karr. 
mann is a past president of the Indianapolis 
Control of Controllers Institute; he is cur. 
rently serving as vice president, North 
Central Area of the Institute. . . . Goy. 
don A. O’Brien has become vice president 
and treasurer of the Worcester Telegram 
Publishing Co., Worcester, Mass. . , . 
The Franklin National Bank of Long 
Island, Franklin Square, New York, has 
named John Sadlik vice president and 
comptroller. 





MR. LATTER 


MR. FLYNNE 
SPEAKERS .. . 
Forrest Freitag, assistant controller, 


Tennessee Gas Transmission Co., Hous- 
ton, Texas, will speak on “Responsibility 
Accounting in the Oil and Gas Industry” 
at the 14th Annual Accounting Conference, 
April 24-25, Agricultural and Mechanical 
College of Texas, College Station, Texas. 
. . . Marion M. Johnson, vice president, 
Brown-Foreman Distillers Corp., Louis- 
ville, Ky., recently addressed the Blue 
Grass Area Chapter, NAA, on ‘“Unenm- 
ployment Compensation.” . Allan 
Spurr, assistant treasurer, Arthur D. Little 
Company, Cambridge, Mass., was one of 
the featured speakers at the accounting 
seminar at the School of Business Admin- 
istration, Burdett College, Boston, Mass. 
which was held recently. His subject was 
“Opportunities in Industrial Accounting 
for the Young Accountant.” 

At the one-day conference held in 
London, England, last February on “In- 
tegrated Data Processing in Britain and 
America’ W. F. Brackman of Gillette In- 
dustries Ltd. spoke of his experiences in 
introducing a computer system while con- 
troller of the Gillette Safety Razor Co. in 
Boston, Mass. . . . L. C. Guest, Jr., vice 
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_. . Norman J. Brown, vice president and pany, Chicago, IIl., was elected president —— + ——_ 

Gor. comptroller, the Steel Company of Can- of the Highland Park Community Chest 

sident ada, Ltd., Hamilton, Ontario, Canada, for the coming year. . . . The following 

Bram was among the speakers at the conference. have been elected officers of the West Ma 25 and 26 1961 
NABAC will hold its 26th Eastern Allis (Wis.) Chamber of Commerce: y : 


ans Regional Convention, April 9-12 se Pi President, Clarence Stender, secretary- 
‘, Mas lanta, Ga. Winslow E. Pike, vice president treasurer of Pressed Steel Tank Co., West 

- and and controller, the First hire Bank, Allis, Wis.; Vice President, Raymond L. STATLER HILTON HOTEL 
Atlanta (nominated for national president Bischoff, vice president-finance, Kearney 
of NABAC next year), will preside. & Trecker Corporation, Milwaukee, Wis. ; Dallas Texas 
Among those scheduled to speak and their Treasurer, T. D. Lyons, comptroller, Allis- ’ 
topics are: ““The Installation of a Com- Chalmers Manufacturing Company, Mil- 
puter in My Bank,” by Chris Stolte, vice waukee. . . . Malte Carlson, president 
president, Manchester Bank, St. Louis, of Dictograph Products, Inc., Jamaica, 
Mo.; “The Auditor and Comptroller Look N. Y., was named chairman of the Na- 
at Supervisory Authorities” by William B. tional Committee on Ethics of the Hear- 


Carr, vice president, Provident Trades- ing Aid Industry. . . . Earl R. Uhlig, THEME 

mens Bank & Trust Company, Philadel- vice president and controller of the 

phia, Pa.; ‘A Controller Looks to Bank Martin Company, Baltimore, Md., was “ 

Profits” by Charles A. Agemian, con- named to the city’s Pension Board. EXPANDING HORIZONS 
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Xas, RoDNEY S. DURKEE, General Petroleum Company 
ent, fourth president of Control- in Los Angeles and was uy - . 
uis- lers ee of America and identified with the oil in- Panel Discussions 
slue one of its charter members, dustry throughout the rest 
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lan the age of 73 after a brief ing as controller of Socony- 
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n- of the Panama-Pacific International Expo- of Controllers Institute) and a daughter P. O. Box 2819 
in sition. In 1916 he became affiliated with as well as grandchildren. erie 
n- Dallas, Texas 








2 ape 


THE CONTROLLER * APRIL, 1961 



















What Can Be Done To Accelerate 
The Public Accountant's Certificate? 


From an address by ]. Wesley Huss, partner in the firm 
of Lybrand, Ross Bros., & Montgomery, certified public ac- 
countants, at an Industry Round Table held at the 29th 
Annual International Conference of Controllers Institute. 


EVERAL YEARS AGO one of the writer’s 

partners, undoubtedly prompted to 
some extent by a feeling of frustration, 
wrote an article which was published in 
the Office Executive under the title “Are 
You Ready for an Audit?’ The article 
opened with the story of a team of audi- 
tors arriving at their client’s offices ready 
to begin work. Their search for the neces- 
sary records led them finally to the presi- 
dent who smilingly informed them that if 
they were successful in finding the records 
they wanted someone was going to get 
fired, since he had just ordered all the 
records burned. 

Burning records is one way to prepare 
for the annual audit, but there are better 
ways—ways that will expedite the issu- 
ance of the auditor’s certificate. 

What kind of road map can we chart 
to answer our question on accelerating the 
public accountant’s certificate? 

First, we have to recognize that com- 
panies differ and that what is relatively 
easy for one organization may be pretty 
impracticable for another. For example, 
an important year-end function in the con- 
struction industry is the evaluation of the 
stage of completion of jobs in process. 
Usually this cannot be done until after the 
audit date and frequently not until some 
time thereafter. This makes a fast closing 
rather difficult. On the other hand, public 
utilities, with the preponderance of their 
assets in plant and with their revenues and 
expenditures flowing through rather uni- 
formly each month, lend themselves to 
faster closings and earlier dates on their 
accountant’s opinions. 

Then, too, the importance of internal 
check and control cannot be stressed too 
strongly. With satisfactory systems, the 
receivables can be confirmed and the in- 
ventories tested at month-ends other than 
the fiscal year-end. With poor systems this 
verification must usually be held up until 
after the audit date. 

The availability of client personnel to 
assist in schedule preparation is a factor 
as, of course, are the matters of how ac- 
curately and how currently the client's 
records are maintained. 

Because of the broad range of circum- 
stances with which we are confronted, 
possibly the best approach is to consider 
a rather complete list of techniques, ap- 
plicable to a wide variety of particular 
industries. 


EARLY PLANNING DECISIONS 


As indicated earlier, the touchstone to 
successful acceleration is cooperation be- 
tween the client and the auditor. A joint 
plan of action should be developed as 
early in the year as possible. In our firm 
we like to do this in connection with the 
review of the client’s system of internal 
control, and we find this a very effective 
means of urging upon the client the need 
for tightening the controls. As a part of 
this early planning we come to a decision 
as to which locations will be visited for 
the coming year. 

If the company has internal auditors 
we mesh our program with theirs, keeping 





in mind the very important factor of 
creating a minimum of overlap. Lines of 
communication are laid down—that is, we 
determine what client officer or employe 
to deal with in relation to certain matters. 
We also set up a list of schedules that the 
client will prepare and decide on delivery 
dates for completion of that work. The 
earlier in the year this list can be prepared, 
the better, since it permits the responsible 
employe to prepare the schedule as the 
year proceeds and avoids dumping a heavy 
amount of work on him at one time. 

The preliminary planning also includes 
the settling of such matters as: 


1. The date when customers’ receiva- 
bles will be ready for confirming ; 

2. The preparation of bank confirma- 
tions, as well as confirmations of security 
balances, long-term indebtedness, etc. ; 

3. The program for physical inven- 
tories; and 

4. The question of possible changes in 
the client’s machine accounting which may 
have affected the audit trail and would 
therefore necessitate some changes in au- 
diting procedures. 


After the first year of planned accelera- 
tion the succeeding years are relatively 
easy. It is then largely a matter of letting 


previous experience indicate ways for im. 
provement and keeping up to date with 
changes in the client’s operations. 

One of the most important objectives 
is keeping in touch with the client 
throughout the year. In this way account. 
ing and related problems that arise 
wherein there may . some difference of 
opinion between the client and the ay. 
ditor, can be settled before the end of the 
year. We have all experienced situations 
where the finish of an audit was delayed 
because of extended discussions that could 
just as well have been finalized during the 
year. 

Questions of statement presentation 
may also be answered early in the game. 
With that in view we frequently prepare 
statement “mock-ups’’ as of the month. 
end preceding the year-end so that meth. 
ods of display may be promptly settled 
upon. 

Sometimes changes in accounting prin. 
ciples may affect comparisons with the 
previous year. If comparative financial 
statements are presented, it is frequently 
desirable to restate the previous year's 
statements to give effect to the new basis 
and thereby achieve true comparability, 
This may be time consuming and should 
be accomplished as early in the year as 
possible to prevent a last-minute hold-up. 


TECHNIQUES OF ACCELERATION 


Now, after a general treatment of the 
subject of acceleration, here are some of 
the actual techniques we have used. Bear 
in mind that all these would probably not 
be applicable to any one company. 

Cash: When our tests of cash transac- 
tions at an interim period and reconcilia- 
tions of interim cash balances indicate 
that the internal accounting control and 
internal check procedures are good, we 
limit our examination of the bank ac- 
counts at the audit date to reviewing the 
client’s reconciliation at the end of the 
year, confirming bank balances as shown 
on bank statements obtained by us di- 
rectly from the bank, and reviewing and 
testing cash transactions during the period 
following our preliminary examination of 
cash procedures. Obviously this reduces 
the time that must be spent on cash after 
the audit date. 

Receivables: The examination of ac 
counts receivable may be performed as ot 
a date other than that of the balance sheet 
when internal accounting control and in- 
ternal check are satisfactory. A prelimi- 
nary examination that includes mailing 
confirmations, checking trial balances and 
aging schedules, and reviewing collectibil- 
ity with company officials should afford a 
reasonable basis for an opinion at the 
audit date, and it has had the obvious ad- 
vantage of moving the bulk of the e- 
amination out of the period following the 
end of the year. 
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, the cies aur a annie search, hold out promise. Total push- | 
og Pag A sci ApH button accounting is hardly just around | iin aan . 
=) Complete set—$15,00 Deaton satisfied the corner, but the profession has been iid ae Pe NE SOS <AEE Se 7 
a Charles M. Eisner moving in that direction during the last 
961 FM Linda Ave. White Plains, N.Y. decade 
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*OPPORTUNITIES*« 


EMPLOYMENT * SERVICES * MISCELLANEOUS 
RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





TREASURER 

Currently treasurer of multiplant distributor, 
six years. Responsible for accounting and 
credit departments including IBM _ Ramac, 
cost system, forecasts and budgets. Formerly 
with national CPA firm six years. CPA 
(Ohio), 35, married, B.S. Commerce. Box 
2497. 

CONTROLLER-TREASURER 
M.B.A. and C.P.A., age 43. Extensive ex- 
perience in increasingly responsible posi- 
tions including multiplant operations and 
public accounting. Outstanding and aggres- 
sive administrator. Now employed at $22,- 
000; seeks new challenge. Box 2499. 


CONTROLLER 

ASSISTANT CONTROLLER 
Assistant controller, 35, B.S., some M.B.A. 
training. Seven years’ management account- 
ing. Both large multiplant and small corpo- 
rate management. Financial and cost analy- 
ses, general accounting, auditing, systems, 
financial planning, inventory, payroll admin- 
istration, management reports, budgets, profit 
improvement. Will relocate. Box 2500. 


FINANCIAL EXECUTIVE 
CPA. Five years’ experience in public account- 
ing. Strong tax background. Two years control- 
ler of manufacturing firm. Responsible for 





general and cost accounting, cash control and | 
forecasting, credit and collections, systems and | 
reports. Age 32. Los Angeles area only. Box | 

| 


2502. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 








| “This is an excellent publica- | 

| tion and can serve as a check | 

| last which will assist managers | 
in evaluating operations within 

| their own company.” | 

| —The Journal of Accountancy |! 


Se ee a ere ee anion 


BUSINESS BUDGETING: A 
Survey of Management Planning 


and Control Practices . . . $12.50 











CONTROLLERS INSTITUTE 
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FRS Buying in the Open Market 


Seen as Aid to Economy 


HE FEDERAL RESERVE SYSTEM, revers- 
j ges a decade-long policy, announced it 
is buying in the open market some Gov- 
ernment bonds with maturities longer 
than five years. Until now, Federal Re- 
serve purchases have been confined mainly 
to issues maturing in a year or less. The 
announcement stated that the decision as 
to which issues to buy would be “gov- 
erned by the prices that appear most ad- 
vantageous, 1.e., the lowest prices.” 

The Federal Reserve has departed from 
dealing in “bills only” three times since 
the 1951 accord.t In 1955, the agency 
bought longer-term securities to head off 
a possible failure of a treasury debt-re- 
funding operation. The second departure 
came in July 1958 when the Federal Re- 
serve in One week increased its Govern- 
ment bond holdings by more than $114 
million and its notes by some $10 million. 

Late in 1960 the Federal Reserve began 
buying outstanding certificates, notes and 
bonds that had no more than 15 months 
left to maturity in an effort to reduce the 
heavy purchases of bills deemed necessary 
to supply banks with lendable funds. The 
FRS authorities do not regard the current 
switch in policy as a parallel to the 1958 
action which resulted from what it con- 


sidered “‘a disorderly bond market” when 
there was heavy speculation in Govern. 
ment bonds and prices were falling 
sharply. Full-scale market support of that 
sort is not the aim of the move recently 
announced ; this purchase of bonds is te. 
garded as a clear attempt to “nudge” 
long-term interest rates downward as , 
stimulant to the economy. 

Higher short-term interest rates in this 
country are seen as a help toward solving 
the U. S. balance-of-payments deficit that 
is due in part to the flow of investment 
money to London and other European 
centers, attracted by high rates obtainable 
there. If the differential between U. §. 
and European short-term rates can be nar. 
rowed, some believe the flow of funds will 
be checked. They believe that the open 
market committee? move is geared both td 
the domestic economy condition and the 
balance-of-payments situation. 


*The Treasury-Federal Reserve “accord” of 
1951 provided the FRS would not intervene in 
the market to support any given level of bond 
prices or yields. 

*The open market committee is composed 
of the FRS seven-member board of governors 
located in Washington plus presidents of five 
of the Federal Reserve District banks. 


l nfo rmation Retrieva | (Continued from page 176) 


CONCLUSION 


According to users of IR systems in 
other fields, the cost of a mechanized 
comprehensive system is relatively small 
in comparison with the time and mone 
which is presently being spent manually 
performing the same function on a some- 
what “hit or miss’ basis. That such a 
service will eventually be available in ac- 
counting and perhaps other areas of busi- 
ness as well seems almost certain; at this 
point the significant question concerns 
who will take the initiative and how soon. 

Although IR promises to reduce sub- 
stantially the time and effort necessary for 


thorough research, it should be recognized 
that it is only a tool in this research and 
not the research itself. There will continue 
to be a strong need for competent research 
personnel who are able to analyze account- 
ing concepts and data effectively, apply 
the results to current situations and prob- 
lems, and make new contributions to the 
field. Not only will IR systems result in 
quantitative increases in research, but they 
will also tend to have qualitative benefits 
by making it possible for researchers to 
spend more time in analysis rather than 
in tedious searching through existing in- 
formation. 





CHANGING YOUR ADDRESS? 

Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CON- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
June issue, we should be notified of your new address be- 
fore May 1. Be sure to include your postal zone as well as 


your old and new address. 
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